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PREFACE 
The division of functions and financial 
resources in a federation like India* if based on 
efficiency and scientific considerations* creates a 
gap between the revenue resources and requirements of 
federal tinits. In consequence* the states are not 
able to discharge their functions satisfactorily unless 
financial resources are transferred to them from the 
federal Centre. In India* the Constitution makers 
anticipated this problem of non-correspondence of revenue 
resources and provided for a fiscal readjustment 
mechanism for transfer of fiscal resources from the 
Centre to the states through quinquennially appointed 
body viz. the Finance Commission. The Finance Commission 
is the principal agency envisaged by the Constitution 
to regulate thefte.'transfers. This study examines the 
Finance Commission transfers with special reference to 
relatively backward hill-state of Jaramu and Kashmir; 
whether these transfers are equitable and whether 
they have achieved the desired objectives. 
Though there are large gaps %«ithin the national 
economy* but relatively backward states in general and 
hill-states like Jaromu and Kashmir in particular need 
more financial resources for accelerating their pace 
-iv-
of development in addition to adequate maintenance of 
existing services and institutions. The overall fiscal 
resovirces being scarce^ their equitable allocation is 
all the more necessary if a citizen of the country 
is to be provided with a uniform level of services 
irrespective of his residence. Our study shows that the 
State has not lagged behind in tax-efforts, but still 
there are low levels of various social and developnent 
services when compared with the national level. The 
corresponding standards of services have been found 
higher not only in relatively advanced states but also 
in its neighbouring states like Himachal Pradesh etc. 
The reasons have been identified as the lack of 
desired progressivity in the criteria adopted by 
Finance Commissions in the distribution of proceeds 
of major teuces and a limited use by them of the provi-
sions for grants-in-aid to states in need of assistance. 
Unless these transfers could be as a mechanism for 
ensuring the speedier development of infra-structural 
facilities, there is a little hope for less developed 
states like Jaonu and Kashmir of redeeming their 
backwardness within a reasonable period and catching 
up with the advanced states. 
In the course of the study i t has been 
researched that what i s the budgetary posit ion of 
the State after the statutory f i s c a l transfers and 
what would have been the posit ion i f these resources 
had not been transferred from the Centre to the State. 
During the analysis data from 1974-75 to 1983-84 have 
been taken into consideration. 
The study c r i t i c a l l y examines the recommenda-
t ions of t^e Finance Commissions and the c r i t e r i a 
adopted for dis tr ibut ing the share of income tax. 
Union exc i se duties and grants- in-aid. More emphasis 
has been la id on the reccMnmendations of tiie Eighth 
Finance Commission. Finally, after gett ing the 
conclusions, some suggestions are made .to steamline 
the present system of statutory transfers . 
Mohd. AfSal Mir 
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CHAPTER-I 
INTRODXK:TION 
In India, the physical and geographical features 
of d i f ferent parts of the country di f fer widely and the 
various regions are at di f ferent leve ls of economic 
development. Since they also d i f fer widely in terras of 
economic variables , naturally the better-off s tates 
are in a posit ion to provide better services to their 
c i t i z ens and are also in a re la t ive ly advantageous 
posit ion in rais ing resources. As a l l of them have been 
assigned the same functions and resources, d i f ferent 
s tates raise different amounts of revenue with the same 
type of resources. Within the same f ie ld of functions, 
the p r i o r i t i e s differ from state to state and to provide 
even the same service, they require di f ferent amounts 
of expenditure. The re la t ive ly backward s ta tes require 
more resources but are able to c o l l e c t l e s s revenue 
from the same sources. A typical case of such a state 
of af fa irs i s presented by jammu and Kashmir s tate in 
the Indian Federation. 
STATE ECONOMY 
Janwu and Kashmir forming the North-Westem State 
of India i s of s t r a t e g i c importance, i t shares interna-
t i o n a l borders wi th Pakistan^ Afganistan in the West 
and China in the North-East, The southern s ide of the 
State i s bounded by the Punjab and Himachal Pradesh. 
According t o the p r o v i s i o n a l area f i g u r e s computed 
in connection with the census of 1981, the t o t a l area of 
the State i s 22236 sq . kms., out of which 120849 sq. kms. 
i s under the unlawful occupation of Pakistan and China. 
This l eaves an area of 101387 s q . kms. on t h i s s ide of 
the l i n e of c o n t r o l . Out of t h i s t o t a l area 58,34 per 
c e n t i s occupied by Leh and Kargil d i s t r i c t s which i s 
mostly a l l bare rock and d e s e r t . Forests accounts for 
another area of 2100 sq . Ions., as a r e s u l t , c u l t i v a b l e 
area i s very l imi ted and accoxints for about 8 per cent 
of the t o t a l area on t h i s s i d e of control l i n e . 
Agriculture? 
Agricul ture i s the mainstay of the S t a t e ' s economy 
and engages over 60 per c e n t of the working force . This 
s e c t o r of "t^ w economy c o n t r i b u t e s more than 5o per cent 
1 , Goveznment of Jammu and Kashmir, Directorate of 
Economics And S t a t i s t i c s Planning And Development 
Department, Economic Review of Jatwnu and Kashmir 
1973-84, p , l . 
of the State domestic product. But the natural 
l imitations such as s ingle crop season and exceedingly 
small area available for cu l t ivat ion pers i s t s there In 
2 the State . According to the State Economic Review , 
"While the to ta l geographical area (on this side of 
control l ine) i s 1.01 crore hectares, area reported 
does not exceed 24.17 lakh hectares and the area under 
plough (net area sown plus current follows) i s only 
8.17 lakh hectares. The area recorded under holdings 
in 1980-81 i s 10.30 lakh hectares only v i z . , 10 per cent 
of the to ta l geographical area which i s smallest in 
the country. Both parameters, v i z . , the percentage 
geographical area held as a l so the average holding s i z e , 
rank the State among the most disadvantageously placed 
s ta tes and union t err i tor i e s" . 
Population 
Population growth which i s on higher side of the 
rate indicated for the country i s an acute problem of 
the State as substantial part of achievements made i s 
neutralized by addition of over 160 thousand persons 
2. Government of Jaromu and Kashmir, Directorate of 
Economics And S t a t i s t i c s Planning And Development 
Department,' Economic Review of Jarmnu and Kashmir 
1984-85. p .21. 
3 
every year. According to the Census Report , "decadal 
growth ra te of the State^ which was around 10 per cent 
during the previous t h i r t y y e a r s , made a sudden jtjunp to 
about 30 per c e n t In each of the l a s t two decades of 
1961-71 and 1971-81". 
Tourism 
Tourism has become one of the most Important 
s e c t o r s of the State economy which bes ides providing 
l i v e l i h o o d t o thousands of people engaged in i t botb 
d i r e c t l y and i n d i r e c t l y , makes handsome contr ibut ion to 
the S ta te domestic product. The industry has great 
impact on the socio-economic a c t i v i t y of the S t a t e . 
Expenditure by t o u r i s t s generates considerable income 
both for the Indiv idua l as a l s o for the S t a t e . But in 
recent years i t has r e c e i v e d g r e a t setback due t o 
g l o b a l c r i s i s and Punjab s i t u a t i o n . 
Indus tr i e s 
The S t a t e i s i n d u s t r i a l l y one of the most under-
developed s t a t e s in the country and according to 
4 
S ta te Economic Beview , "the contr ibut ion of manufac-
turing s e c t o r t o the SDP does not exceed 9 per cent 
3 . Census of India , 1981, General Population Tables, 
Part I l - A ( i ) , Contro l l er of P u b l i c a t i o n s , Delhi . 
4 . Government of Jamnu and Kashmir, Directorate 
of Economics And S t a t i s t i c s Planning And Development 
Department, Economic Review of Jaramu And Kashmir, 
1984-85. p.451 
of the current pr i ce s and 7 per c e n t on cons tant 
p r i c e s " . This has been due t o inadequacy of i n f r a -
stiructural f a c i l i t i e s stich a power, n e t work of means 
of conwiunication, raw-material e t c . The rugged 
topography of the State has prevented ra i lways from 
enter ing the S t a t e , except a small s t r e t c h between 
Pathankot to Jarwnu, and thereby retard the growth of 
i n d u s t r i a l a c t i v i t y , development of trade and e x p l o i t a t i o n 
of natural resources l i k e mineral and f o r e s t weal th . 
According to the Economic Review of the S t a t e , "except 
a s i n g l e po in t r a i l connect ion and n e g l i g i b l e magnitude 
of water transport , roads c o n s t i t u t e the c i r c u l a t o r y 
system of the economy. Despi te cons truct ion of about 
14000 kros.' of road length , the road length per 100 
sq . kms. of area a t 14 cont inues to be rowch l e s s than 
the n a t i o n a l average of 37 kms". 
Economic developroent of the State commenced 
a f t e r independence s imultaneously with other parts of 
the country. Despite the severe c o n s t r a i n t s mentioned 
e a r l i e r , three post independence wars have been fought 
on the s o i l of the S ta te not only uprooting thousands 
5 . Government of Jammu And Kashmir, Direc torate of 
Economics S t a t i s t i c s Planning And Development 
Department, Economic Review of Jamrou and Kashmir 
1984-85, p . l . 
of people but a l s o upse t t ing the e n t i r e process of 
economic development each t ime. 
So f a r as the State economy v i s - a - v i s nat iona l 
scene i s concerned, i t represents a unique c a s e , 
having much l e s s p o t e n t i a l for in terna l resource 
m o b i l i z a t i o n . The share of the S t a t e ' s own tax revenue 
in the t o t a l revenue was 12 .2 per cent in 1976-77. 
6 M 
The report of the Finance Commission shows t h a t , the 
growth of the tax revenue in the State in 1970-71 was 
crores 
Rs .7 ,10 crores from R s . 2 . 8 5 / i n 1960-61 and 30.73 crores 
in the year of 1978-79." Though some improvement i s 
not iced from the t o t a l i n t e r n a l resource mobi l i za t ion , 
but i t s contr ibut ion in the t o t a l revenue of the 
State ranged between 35 t o 40 per cent showing a 
7 
d e c l i n i n g trend during the period 1974-75 t o 1983-84. 
I t may be emphasized here t h a t the t o t a l revenue rece ip t s 
ava i lab le through the i n t e r n a l sources in the State 
i s much l e s s i f revenxae exx>enditure comparison i s made.. 
6. Government cff India , Ministry of Finance, Report 
of the Finance Commission. 1978, p . 2 l 8 . 
7. See Table-1 ,1 
Since the functions of the State Government 
with regard to law and order, education^ health, 
housing, agriculture, industry and power are growing 
rapidly, so the resources of the State are inadequate 
for discharging these functions and have to be augmented 
by inter-governmental transfers espec ia l ly by statutory 
f i s c a l transfers . These transfers are also known as the 
Finance Commission transfers. 
The Finance Coraroission Transfers 
The Constitution of India has provided for a 
Finance Commission, under a r t i c l e 280, to recommend 
mainly the f inancial transfers from the union Government 
to the s t a t e s with a view to reducing ver t i ca l as well 
as horizontal federal f i s c a l imbalances. This const i -
tutional provision requires that the president of 
the Union of India should appoint the Finance Commission 
within two years from the commencement of the Constitution 
and thereafter once in every f ive years or even ear l ier , 
i f necessary. Article 280 a lso specified broadly the 
terms of reference, under clause (3) of a r t i c l e 280, 
of the Constitutions 
"It s h a l l be the duty of the Finance Commission 
to make recommendations to the President, as to: 
8 
(a) the distr ibution between the Union and the 
s tates of the net proceeds of taxes which are 
to be, or may be divided between them under this 
chapter and the a l locat ion between the s tates 
of the respective shares of each proceeds; 
(b) the principles which should govern the grants-
in-aid of the revenues of the s tates out of the 
Consolidated Fund of India; 
(c) the continuance or modifications of the terms 
of any agreement entered into by the Government 
of India with the Government of any s ta te 
specif ied in Part 'B' of the First Schedule 
under clause (1) of a r t i c l e 278 or under ar t i c l e 
306; and 
(d) any other matter referred to the Commission by 
Q 
the President in the interest of sound finance." 
Thus the terms of reference are broadly 
fixed by the Constitution. All the eight Finance 
Commissions so far appointed have these statutory 
terms of references in common. However, there were 
8. Article 280, Constitution of India. 
some a d d i t i o n a l terms of reference that var ied from 
Commission t o Commission. 
At the time of F i r s t Finance Commission reported, 
a r t i c l e 270^, 272^°, 275 (1)^^ and 280^^ did not apply 
to the S t a t e of Jammu and Kashmir. These became app l i -
cable t o the S t a t e by the Const i tut ion (appl icable to 
Jammu and Kashmir) order, 1954, 
13 
"Financial Integrat ion of Jamrou and Kashmir with India" 
Under a r t i c l e 278 and 295 of the C o n s t i t u t i o n , 
as app l i cab le t o the S ta te by the Const i tut ion (appl icable 
t o Jammu and Kashmir) order 1954, the Government of 
Jammu and Kashmir entered i n t o an agreement \inder which 
the s t a t e Government became e n t i t l e d to r e c e i v e i t s 
share of the d i v i s i b l e pool of taxes on income and the 
Union e x c i s e d u t i e s as w e l l as g r a n t s - i n - a i d on the 
pattern a p p l i c a b l e to other Part 'B' S t a t e s . This 
9. Taxes l e v i e d and c o l l e c t e d by the Union and d i s t r i -
buted between the Union and the S t a t e s . 
10.Taxes which are l ev i ed and c o l l e c t e d by the Union 
and may be d i s t r i b u t e d between the Union and the 
S t a t e s . 
11 . Grants from the union to c e r t a i n S t a t e s . 
12 . Finance Commission. 
13 . Government of India , Ministry of Finance, Report of 
the Finance Commission, 1957, p .9 . 
10 
agreement which came in to e f f e c t on 1 s t Apri l 1954, was 
to continue in force cons idera t ion of the report of the 
Finance Coimnission c o n s t i t u t e d a f t e r the commencement 
of the order . Jammu and Kashmir thus became within the 
Finance Commission's purview and i t include the State 
in the scope of recommendations made in i t s interim 
report (Second Finance Commission's) . After r e c e i p t of 
that report the pres ident terminated the agreement with 
e f f e c t from 1 s t Apri l 1957, from which date the Jammu 
and Kashmir stands in the same p o s i t i o n as the other 
s t a t e s f o r purposes of sharing taxes and r e c e i v i n g grants 
from Union. 
The revenue mobi l i za t ion in the form of s ta tu tory 
f i s c a l t r a n s f e r s from the Centre t o the S t a t e was 
Rs.24.27 crores under the award of Second Finance 
Commission which increased t o Rs.232.28 crores on the 
reccMomendations of the S i x t h Finance Conrnission and 
reached to the amount of Rs.1119.69 crores as 
recommended by the Eight Finance Commission. But 
d e s p i t e t h i s increase , these amounts proved t o be 
i n s u f f i c i e n t t o meet the growing f i n a n c i a l needs of 
the S t a t e as the State economy often exper iences 
d i f f e r e n t se tbacks in d i f f e r e n t re spec t s which a f f e c t s 
t h e i r own revenue mobi l i za t ion and a l s o due t o f a s t 
r i s e in p u b l i c expenditure r e s u l t e d mainly from 
massive development programmes. 
11 
The economy of the State being still on a very 
low path with agriculture growing at low trend rate. 
According to the Case For IncreasedFinancial Assistance *• 
"the State's per capita income at current prices in 
1982-83 was Rs.1705 as against the all India average of 
Rs.1868. The nuniber of factories registered in the large 
and medium sector constitutes less than one per cent of 
the all India total and constitutes 0,1 per cent of the 
total income generated in the country in 1977-78. Similarly 
per capita consumption of power for industrial use was 
only 22 units in 1980-81 against the 73 and 141 units in 
Punjab and 25 units in Himachal Pradesh, a neighbouring 
State. Road mileage per hundred square kilometres of the 
area in Janmu and Kashmir in 1979 was 8 kilometres 
against 49 kilometres at the all India level and 90 in 
the neighbouring Punjab. The State had only 66.7 hospital 
beds per lakh of population in 1977 against 71.0 at the 
national level and 71.04 in Himachal Pradesh". The cost 
of living in the State is vexry high as compared to the 
other parts of the country. The Economic Review of the 
State shows that, "the consumer price index for 
agricultural laboiirers in the State for 1984-85 was 551 (bas 
14. Government of Jammi^  and Kashmir, Director General 
Information and Public Relations, case For Increased 
Financial Assistance, August 1983. 
15. Government of Jammu and Kashmir, Directorate 
of Economics and Statistics Planning and Development 
Department, Economic Review of Jammu and Kashmir 
1984-85, p.84. 
12 
1960) as a g a i n s t 525 as a l l India l e v e l . For non-
manual employees for centre srinagar In 1984 was 531 
(base year 1960-61) as a g a i n s t a l l India average 483 
and for i n d u s t r i a l workers was 627 in the same year 
aga ins t 576 of a l l India average". 
In the l i g h t of a foresa id s t a t e of a f f a i r s , i t 
becomes imperative to study the ro l e of f i s c a l resources 
transferred from the Union Government to the State 
Government on the recommendation of the Finance 
Commission. 
The purpose of the present study i s to examine 
the impact of Finance Commission trans fers on the economy 
of the Jararau and Kashmir. While the natural l imltat lcms 
has kept the S t a t e ' s own revenue base tmder pressure, 
f i s c a l t r a n s f e r s from the Centre to the State in the 
form of tax-shar ing and g r a n t s - i n - a i d occupied v i t a l 
p o s i t i o n in the State f inance . Nearly f i f t y per cent 
of the non-plan revenue on the revenue account of the 
State comes from these sources . Looking a.t the revenxie 
and expenditure pattern on revenue account of the S ta te , 
a b i g gap e x i s t s there between the two. The growth 
in expenditure has been always higher than the growth 
dLn revenue. This s i t u a t i o n leaves no option WL "to 
h e a v i l y r e l y upcm federa l resources e s p e c i a l l y on those 
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which are transferred from the Centre to the State on 
the recommendation of Finance Commission. Without the 
l iberal flow of these transfers, the economic develop-
ment of the State i s very d i f f i c u l t as the State 
economy i s handicapped in mobilizing i t s own iresources. 
This s i tuat ion was also ref lected by the non-plan def ic i t s 
in the State budgets. 
The every mounting budget d e f i c i t s of the State 
and i t s increasing reliance on the Centre for managing 
their finance have led to a greater concern about the 
inter-governmental f i s c a l relatiops.betiiraaa the Gen tire and 
the State. As far as the c r i t e r i a adopted for devolution 
for tax-sharing, these has been a casual treatment of 
the pr inc ip les , taking the form of al tering marginally 
e i ther the weightage given to the population in the 
matter of income tax or to backwardness in the case of 
excise dut i e s . By adopting uniform formula by the 
Eight Finance Commission, no such sudden break in the 
tradition took place. Just some states which are 
re la t ive ly backward and populous got benefitted rather 
than many r e l a t i v e l y backward but less populated 
s t a t e s . 
As the l eve l s of development in the Jammu and 
Kashmir are below national average, and even lower than 
14 
i t s neighbouring s ta tes , equity consideration i s 
required, JResource transfers are to be recognized 
having impact on the State bxidgets and the gaps that 
are s t i l l to be made up. For an e f f i c i e n t a l locat ion, 
search for re la t ive need i s desired. The physical 
development in the different sectors in the various 
s tates provide a clxie to the degree of underdevelopment 
on the basis of which re lat ive need can be assessed. 
While assess ing the re lat ive need, \init cost of develop-
ment should be taken into account. Because in our 
country s ta te s are not homogeneous. With the result 
the cos t of providing each unit of development differs 
from state to s ta te . I t i s higher in h i l l s tates than 
plain ones. Therefore, more resource flow should be 
channelized towards the backward h i l l - s t a t e s l ike 
Jammu and Kashmir. The ent ire resources through the 
devolution of tax-revenues, revenue gap grants should 
work to bring the State at least on the national l eve l . 
I t i s the objective of the present study to 
show how the aforesaid aims can be real ized. Recogni-
zing the serious l imitations of population c r i t e r i a , 
area factors responsible for backwardness has been 
suggested for a more equitable flow of resources. 
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The present study t r i e s to answer these questions. 
In the course of Study i t has been researched that what 
i s the budgetary position of the State Government after 
the statutory f i s c a l transfers and what would have 
been if these resouixses in the form of tax-sharing and 
grants-in-aid had not been transferred to the State. 
Over and above how far these transfers have helped the 
State ecohomy in generating i t s own revenues. Data from 
the year 1974-75 to 1983-84 have been taken into 
consideration for th i s purpose. 
Research Methodology 
The method of research followed dtiring the 
course of th is study was analyt ical in nature. The 
study examines the data re lat ing to the stibject and 
deduced certain relat ionships. The relevant data 
were co l lected from a l l secondary sources including; 
(1) The Government of India publications: 
(i) Reserve Bank of India Bul let ins , 
( i i ) Reports on Currency and Finance, 
( i i i ) Reports of the Finance Commissions* 
(2) State Government publications: 
(i) State Annual Budgets, 
( i i ) Economic Review of the State, 
( i i i ) Digest of S t a t i s t i c s 
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The data thus co l lected were tabulated, analysed 
and interpreted in consonance with the object ives of the 
present study. Simple mathematical tool« i . e . , percentage 
method was followed to draw certain resul ts dxiring 
the course of study. 
The Plan of the stiady 
The following chapter deals with the trends in 
State 's own revenue, tax as wel l as non-tax, i t s 
percentage share in the t o t a l revenue of the State and 
respective shares in the S ta te ' s own revenue. In tax 
revenue, we have shown the trends of principle sources 
of State 's own, i t s share in the to ta l tax revenue emd 
tota l revenue of the State. in the same way, non-tax 
revenue has a l so been analysed. 
Chapter III examines the State 's share in Central 
taxes part icularly in shareable taxes and dut i e s , i t s 
percentage share in the t o t a l tax and tota l revenue of 
the s ta t e . The principles or c r i t e r i a adopted by the 
various Finance Commissions, e spec ia l ly by the Eighth 
one, for d is tr ibut ion of tax revenues among the s tates 
have been c r i t i c a l l y evaluated. i t has been observed 
that rel iance on population cr i ter ion resulted in 
discrimnatory per capita transfers and th is stood in 
17 
the way of th in ly populated backward States l ike Jamimi 
and Kashmir. Recognizing the serious l imitations of 
this cr i ter ion an a l terat ive approach i s suggested. 
Chapter IV has been devoted to grants- in-aid, i t s 
role in the to ta l revenue of the State, end governing 
principles have been analysed f u l l y with special reference 
to h i l l -S ta te , of Jammu and Kashmir. 
Chapter V deals with the trends regarding the 
State Government budgets. The budgetary posit ion 6f 
the State before statutory f i s c a l transfers have been 
compared with the budgetary posit ion after these 
transfers and hence the importance of statutory f i s c a l 
transfers to the budgets of the State Government has 
been emphasized. In addition, the impact of these 
transfers on the economic developnent of the State by 
evaluated the ir influence on the growth of State 's 
own revenue has been also examined. 
The concluding chapter summarizes important 
findings of the study and puts forth some important 
suggestions. 
* * * 
CHAPTER-II 
STATE'S OWN REVENUE 
The Ind i an f i s c a l s t r u c t u r e , l i k e t h a t of o t h e r 
f e d e r a t i o n s , i s d e c e n t r a l i z e d and t h e r e e x i s t s a 
m u l t i - u n i t f i nance sys tem. The c o n s t i t u e n t u n i t s have 
t h e i r own f i s c a l systems which o p e r a t e wi th t h a t of 
Union Government. In such a system, f e d e r a l f i s c a l 
t r a n s f e r s p l a y an impor t an t r o l e , because most of the 
we l fa re and n a t i o n b u i l d i n g s e r v i c e s l i k e e d u c a t i o n , 
pub l i c h e a l t h e t c . f a l l w i t h i n the j x i r i s d i c t i o n of the 
s t a t e s . The C e n t r a l Government which t r a n s f e r s f i s c a l 
resoxirces t o the s t a t e Governments, t akes the form of 
s t a t u t o r y and n o n - s t a t u t o r y t r a n s f e r s . While the 
func t ions of the s t a t e s a r e growing r a p i d l y , so t h e i r 
revenues a r e inadequa te t o d i s c h a r g e t h e s e func t i ons 
and the e x t e n t of d e f i c i t d i f f e r s from s t a t e t o s t a t e . 
The r e l a t i v e l y backward s t a t e s r e q u i r e more r e s o u r c e s 
as they a r e n o t in a p o s i t i o n t o mobi l i ze the r e q u i r e d 
amoxont from t h e i r own s o u r c e s . In t h i s r e g a r d , f e d e r a l 
f i s c a l t r a n s f e r s in g e n e r a l and s t a t u t o r y f i s c a l 
t r a n s f e r s in p a r t i c u l a r can p l ay a d e c i s i v e p a r t . 
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The presen t study which dea ls with the s t a tu to ry 
t r ans fe r s to Jaitimu and Kashmir S t a t e , i t becomes necessary 
to analyse the trends of the S t a t e ' s own revenue in order 
to know the importance of these t r a n s f e r s . 
Composition of Revenue 
The t o t a l revenue of the s t a t e s may be divided 
in to two ca t ego r i e s : tax revenue and non-tax reventie. 
The t o t a l tax revenue comprises of revenue from s t a t e 
taxes and share in Central t axes ; whereas t o t a l non-
tax revenue cons i s t s of two elements v i z . , revenue from 
s t a t e ' s non-tax sources and grants (plan and non-plan) 
from the Centre . While going through the ana lys is 
of s t a t e s own revenue, i t i s necessary to exclude the 
t r ans fe r s from the Centre. 
S t a t e ' s Own Revenue 
By s t a t e ' s own revenue we mean the tax and non-
tax revenues of the s t a t e excluding the share in 
Central t ax , grants and loans from the Centre . The 
trends of the S t a t e ' s own revenue i s shown in the 
Table 1 ,1 . I t i s obvious from the Table 1.1 t h a t 
S ta tes own resources , i . e . , tax and non-tax have shown 
s l i g h t f l uc tua t ions during the period from 1974-75 
onwards. Even though i t has increased frcwn 8s 4760 laXhs 
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in the year 1974-75 to Rs» 13257 lakhs in 1083-84, but 
has decl ined from Rs,6180 lakhs in 1975-76 t o Rs.5690 
lakhs in 1976-77. In the same way i t has increased 
from Rs.8328 lakhs in 1979-80 to Rs.11554 lakhs in 
1980-81, i t came down to Rs.13703 lakhs in 1981-82. 
I t s proport ion to t o t a l revenue has decl ined from 39 
per cent in 1974-75 to 35 per cent in 1983-84. Though 
in some years i t tended to increase and was 42 per cent , 
45 per cent and 46 per cent in 1975-76, 1980-81 and 
1981-82 r e spec t i ve ly but c e r t a i n f luc tua t ions were 
marked in i t s progress . 
While the percentage of S t a t e ' s own revenue t o 
t o t a l revenue has declined with f l u c t u a t i o n s , bu t the 
percentage of S ta te tax revenue t o i t s own revenxie has 
shown a considerable progress . I t has increased from 
28 per cen t in 1974-75 to 54 per cent in 1983-84. The 
percentage of revenue from S t a t e ' s own tax soxirces to 
i t s revenue hovered around 4 0 to 50 per cen t . Similar ly , 
non-tax revenue has not shown much v a r i a t i o n s ; i t s 
range has been 50 to 60 per cen t , but i t s share to 
S ta tes own revenue has decl ined from 72 per cent in 
1974-75 t o 4 6 per cent in the year of 1983-84, 
Further Diagram-1 shows the t rends in the S t a t e ' s 
own revenue, tax revenue and non-tax revenue. During 
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the period 1974-75 to 1983-84, tax revenue increased 
much f a s t e r compared to the increase in non-tax revenue. 
I t a l so r evea l s t h a t non-tax revenue has been of high 
importance in the S t a t e ' s own revenue. T i l l 1980-81 
the S ta te received a considerable amount of revenue 
from non-tax sources which was qu i t e l a rge r than tax 
revenue. But in 1982-83, the share of non-tax revenue 
in S t a t e ' s revenue has decl ined and remained almost a l l 
s t agnan t 'dur ing the following years^ in turn, effected 
the trend "of the S t a t e ' s own revenue. 
Tax-Revenue : 
The tax revenue i s composed of taxes on income, 
taxes on property and c a p i t a l t r ansac t ions and taxes 
on commodities and s e r v i c e s . Since taxes on income 
other than a g r i c u l t u r a l income comes in the Union-List 
and a g r i c u l t u r a l income which i s free from tax in the 
S t a t e , the main components of revenue from taxes in the 
Sta te are taxes on property and c a p i t a l t ransac t ions 
and taxes on commodities and se rv ices . Taxes on 
commodities played a dominant ro le in the S ta te tax 
1. According t o Ar t i c l e 270 of the Cons t i tu t ion , taxes 
on income other than a g r i c u l t u r a l income s h a l l be 
levied and co l l ec ted by the Goveimment of India and 
i t s proceeds are t o be shared between the Union and 
the s t a t e s . The share i s prescribed by the President 
on the recommendation of the Finance Commission. 
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revenue by cont r ibu t ing a major share. Sales tax , 
s t a t e e x c i s e , taxes on passengers and goods and taxes 
on vehic les are p r inc ipa l sources which cotnes under 
t h i s head. S imi la r ly , taxes on stamps and r e g i s t r a t i o n 
occupy an important place in the taxes on property 
and c a p i t a l t r an sac t i ons . The tax-wise d e t a i l i s given 
in the Table -1 .2 . Prom the table i t i s obvious tha t 
S t a t e ' s own tax revenue has gone up from Rs.l337 lakhs 
in 1974-75 t o Rs.7144 lakhs in 1983-84, a r i s e near ly 
by six t imes . I t means t h a t t ax - s t ruc tu re of the State 
has xindergone a des i rab le change. So, while going 
through the pa t t e rn of taxat ion since 1974-75 of the 
S t a t e , i t has been noticed t h a t Sta te derived the 
l a rges t share of revenue from s a l e s - t a x , followed by 
the s t a t e e x i s e , taxes on goods and passengers and taxes 
on v e h i c l e s . During the period 1974-75 onwards, the 
percentage of s a l e s taxes to tax revenue ranged between 
30 to 40 per cen t . On the o ther hand, land revenue 
contr ibuted the l e a s t in the same period. The sta^e 
excise comes next in importance. In some years i t 
played a v i t a l p a r t in con t r ibu t ing the big amounts 
in the S ta t e tax-revenue. Like in the years 1974-75 
and 1976-77 the S ta te earned Rs.551 lakhs and Rs.750 
lakhs as compared to the s a l e s tax of Rs.4 22 lakhs 
y. 
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and Rs. 650 lakhs in the same years r e spec t ive ly . 
Lateron even if i t s share deci inea as aga ins t the 
Sales t ax , tout s t i l l i t s percentage share ranged 
rietween 25 t o 35. 
Sales tax and s t a t e excise du t ies are followed 
by taxes on passengers and goods and taxes on vehicles 
in importance. A d r a s t i c change i s v i sua l i zed in the 
taxes on passengers and goods from the d a t a . Even though 
the revenue from t h i s source shows g rea te r f luc tua t ions 
but i t s percentage share has gone up from 3.4 per cent 
to 23.4 per cen t during the period from 1975-7b to 
1983-84, In 1974-75 i t s share in the S t a t e ' s tax 
revenue was 5.4 per cent which declined to 3.4 per 
cent in l975-7b, out has increased to 29.4 per cent 
in 1977-78. Again i t showed poor performance in the 
years 1979-80 and 1980-81 by con t r iou t ing 4 per cent 
and 3,7 per cent r e spec t ive ly . But the s i t u a t i o n was 
improved in 1981-82 when S ta te received 21 per cent 
share from t h i s source. Again i t s share in the State 
tax revenue has increased to 2 3.4 per cent In the 
following year . 
The fourth important source of tax revenue to 
the S ta te i s taxes on v e h i c l e s , whose percentage share 
has been between 5 to 6 in the period from 1974-75 to 
1983-84. In 1974-75 t h i s source contr ibuted 6.2% in the 
27 
S t a t e ' s tax revenue which came dovm to 4 .8 per cent in 
1977-78. In the following years i t s percentage share, 
which gradual ly progressed, in the S t a t e ' s own tax 
revenue revolved roiand 5 per cent . 
The four important sources of Sta te tax-revenue 
v i z . . Sales t ax , s t a t e exc i se , taxes on passengers and 
goods and taxes on vehicles have contr ibuted near ly 80 
to 90 per cen t during the period under review, in 
1974-75 these sources have supplied 85 per cen t which 
progressed to 90 per cen t according to the year of 
1983-84. 
In addi t ion to mentioned p r inc ipa l sources of S ta te 
tax revenue, there are o thers l ike land revenue, stamps 
and r e g i s t r a t i o n , enter tainment tax and e l e c t r i c i t y duty 
whose percentage share has hovered round 10 during the 
period 1974-75 onwards. In the table the column 'Other 
Taxes and Dut ies ' cons i s t s of taxes on advert isements , 
taxes on urban immovable property e t c . Their percentage 
share in the S ta te tax revenue has been n e g l i g i b l e . 
The t rends of the p r i n c i p a l taxes w i l l be a lso 
seen from the Diagram-2. Prom 1974-75 to 1976-77 the 
increase in these sources of revenue was normal and 
a f t e r t h a t , taxes on passengers and goods have increased 
28 
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at an accelerated ra te , but remained s t a t i c between 
1977-78 to 1978-79. A large decline was also experienced 
by this source In the years 1979-80 and 1980-81. From 
1981-82, the trend was almost same in a l l these sources 
except taxes on vehicles which increased a t much 
slower r a t e . But the increase in taxes on passengers 
and goods was at higher ra te with fluctuation, followed 
by sales tax. The trend of s t a t e excise duties was not 
appreciable. 
While the proportion of S ta t e ' s own revenue to 
to ta l revenue has declined^ the proportion of Sta te ' s 
own tax revenue to i t s t o t a l revenue has shown an 
increasing trend. Here I t can be said tha t the State ' s 
performance in mobilizing revenue from the i r own tax 
sources is commendable. I t is also I l lus t ra ted with 
the help of da ta in the Table-1.3, which reveals the 
growth ra tes of principal taxes of selected s t a t e s . 
These s ta tes are of two categories i . e , , h i l l - s t a t e s 
and non-h i l l - s t a tes . Non-hill s ta tes are quite ahead 
in economic development to h i l l - s t a t e s , as some of 
them are agr icul tura l ly and some indust r ia l ly 
prosperious. In contrast , h i l l - s t a t e s have poor base 
of industr ia l izat ion and agr icu l tu ra l ly backward 
because of the i r physical and geographical factors . 
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But, the S ta te of Jammu and Kashmir which i s one among 
these h i l l - s t a t e s has led in growth r a t e s of many 
p r inc ipa l taxes among a l l the s t a t e s given in the 
Table-1.3 . The growth r a t e s of stamps and r e g i s t r a t i o n , 
sa les tax and taxes on veh ic le were the h ighes t in the 
Sta te of Jammu and Kashmir d-uring the period from 1970 
to 1982. I t was 10.91, 18 .11 , 22.04 per cent r e spec t i -
vely. The growth r a t e of stamps and r e g i s t r a t i o n 
was lowest in Manipur followed by an i n d u s t r i a l l y 
developed s t a t e of Maharashtra. In case of sa les tax, 
the S ta te of Manipur showed the lowest r a t e of growth 
which was followed by an a g r i c u l t u r a l l y prosperous 
Sta te of Punjab. Lowest r a t e of growth in vehicle tax 
was in the S ta t e of Himachal Pradesh and Maharashtra 
comes second lowest t he re . So far as e l e c t r i c i t y duty 
i s concerned, s t a t e of Jammu and Kashmir was one of the 
f i r s t two s t a t e s , having h ighes t r a t e of growth. In 
enter ta inment tax the growth r a t e in Jammu and Kashmir 
was same as of Maharashtra - highly an indus t r i a l i zed 
s t a t e . The s t a t e excise which contr ibuted a sound 
share to S t a t e - t ax revenue has shown a poor r a t e of 
growth in Jammu and Kashmir. Though i t was lowest in 
the S t a t e , bu t has been same as of Rajasthan s t a t e . 
Non-tax Revenue 
The non-tax revenue c o n s i s t s of i n t e r e s t r e ce ip t s , 
dividends, general s e r v i c e s , s o c i a l s e r v i c e s , economic 
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services and grants from Centre. Since we are dealing 
vdth the s t a t e ' s own revenue, grants from Centre are 
excluded. Amongst the r e s t I n t e r e s t r e c e i p t s and 
economic se rv ices are of v i t a l importance. In the State 
of Jammu and Kashmir large amounts of r e c e i p t s from 
i n t e r e s t r e c e i p t s mainly comes from departmental 
commercial undertakings and in 'economic s e r v i c e s ' 
fo res t s and power pro jec ts are the p r inc ipa l sources. 
S t a t e ' s own revenue from non-tax sources has 
declined from 1974-75 when i t recorded i t s share a t 
72 per cen t in the S t a t e ' s own revenue. Trends with 
f luc tua t ion in t h i s type of revenue are shown in 
Tab le -1 .1 . Upto the year of 1980-81, i t contr ibuted 
more than 60 per cent in the S t a t e ' s own revenue. I t s 
percentage share then decl ined to 56 in 1981-82. Though 
i t s percentage share has downward trend in the following 
years , but i t s ccaitribution has been more than tax-
revenue t i l l 1981-82. During the year 1982-83, the 
percentage share of non-tax revenue in the S t a t e ' s 
own revenue was same as of tax-revenue. 
The main sources from t h i s kind of revenue, 
as a l ready mentioned, are I n t e r e s t r e c e i p t s , fo res t s 
and power p r o j e c t s . Their percentage share in the 
S t a t e ' s non-tax revenue has Increased from 54 in 1976-77 
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to 86 in 1982-83. Prom 1974-75 onwards t h e i r share 
ranged from 70 to 80 per cent . The Sta te received 
major revenue from f o r e s t s , which happened to he the 
l a rges t share con t r ibu tor s ince 1974-75 and whose 
percentage share in i t s non-tax revenue ranged between 
40 to 50 during the period 1974-75 to 1983-84. In 
1974-75 f o r e s t s contr ibuted 28 per cent in the S ta t e ' s 
non-tax revenue which was doubled during the year 1982-
83. According to the year of 1983-84, i t has maintained 
i t s pos i t ion by con t r ibu t ing 55 per cent . In 1981-82 
the S ta te got maximum amount of revenue from t h i s 
source of Rs.3627 lakhs which increased from Rs.953 
lakhs in 1974-75. Though on the one hand the percentage 
share of revenue from f o r e s t s has increased, but i t s 
amounts of revenue have decl ined on the o ther hand. 
The second important source has been i n t e r e s t 
r e c e i p t s , whose percentage share has increased from 
18 to 22 in 1974-75 and 1977-78 respec t ive ly . But i t 
suddenly came down to 3 per cent in 1979-80. Lateron 
i t progressed to 26 per cent in the year of 1982-83. 
Then comes power p ro j ec t s in importance. This 
source of revenue showed good performance when i t s 
share in S t a t e ' s non-tax revenue increased to 19 per 
34 
cent in 1981-82 from 5 per cen t in 1976-77. But 
declined to 3 per cent in 1982-83 and remained stagnant 
a t 4 per cent in the following year. 
In addi t ion to these main sources there are 'Others ' 
which include general s e r v i c e s , s o c i a l and community 
serv ices and from 'economic s e r v i c e s ' i n d u s t r i e s , 
cooperat ion, rose l i t y on minerals and mineral concession 
fees , multipurpose r i v e r p r o j e c t s , a g r i c u l t u r e , i r r i g a t i o n , 
navigat ion, drainage and flood con t ro l p r o j e c t s , roads 
and water t r anspor t s e r v i c e s , da i ry development, animal 
husbandry and f i s h r i e s e t c . The percentage share and 
amounts of revenue of p r i n c i p a l sources and others are 
given in the Table 1.4. 
The more c l e a r p ic tu re of the trends in revenue 
rece ip t s of p r inc ipa l sources i s presented by Diagram-3. 
Upto 1981-82, there has been upward t rends with some 
f luc tua t ions in the revenues of these sources . But 
the s i t u a t i o n became qu i t e d i f f e r e n t in the following 
years . The trend in the revenue r ece ip t s of power 
projects was s teep ly downward and i t was r a t h e r decl ining 
so far as the revenue from f o r e s t was concerned, incase 
of i n t e r e s t r e c e i p t s , though the trend in i t s revenue 
was somewhat progress ive , but the aggregate r e s u l t was 
cont rac t ion in amounts of non-tax revenue and a l so in 
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i t s percentage share in the S ta tes own revenue from 
1981-82 onwards. 
I t follows from the above explanation tha t though 
there was f a s t e r growth in tax revenue of the S t a t e ' s 
own, but the arooiints were l e s s than i t s non-tax revenue 
t i l l 1981-82. After t h i s year the amounts of tax revenue 
has s l i g h t l y increased than the non-tax revenue. 
Despite the high r a t e s of growth in many p r i n c i p a l taxes . 
S ta te used to get less amount of revenue from t h i s 
source as compared to o ther s t a t e s . This happened becatise 
the e l a s t i c i t y of tax revenvie a l so depends upon the 
per cap i t a incoin* as shown in the Table 1.5, 
In the.Table 1.5 the s t a t e s are divided in to two 
ca tegor ies on the bas is of per cap i ta income. The low 
per cap i t a income s t a t e s which includes, Bihar, Jammu 
and Kashmir, Orissa and U.P. are r e l a t i v e l y backward, 
and r e l a t i v e l y advanced s t a t e s are Maharashtra, Pvinjab, 
Haryana and Gujarat with high per capi ta incomes. In 
r e l a t i v e l y advanced s t a t e s , the per cap i ta tax revenue 
has been higher than the r e l a t i v e l y backward s t a t e s . 
The s t a t e of Bihar, having low per cap i ta income earned 
low per c a p i t a tax revenue of Rs. 39, Rs.48, Rs.54 and 
Rs.63 in the years from 1980-81 to 1983-84 respec t ive ly . 
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TABLE 1.5 
p e r C a p i t a Tax Revenue of S e l e c t e d S t a t e s 
S t a t e A e a r T o t a l T a x - r e v e n u e 
( S t a t e ' s own) 
(Rs . i n Lakhs) 
p e r C a p i t a P e r C a p i t a 
S t a t e t a x a t i o n Income 
( P o p u l a t i o n (At 1970-71 
Base 1 9 8 0 - 8 1 ) P r i c e s ) 
R s . Rs . 
R e l a t i v e l y 
backward s t a t e s 
B i h a r 
1980-81 
1981-82 
1982-83 
1983-84 
Jammu and Kashmir 
1980-81 
1981-82 
1982-83 
1983-84 
O r i s s a 
1980 -81 
1981-82 
1982 -83 
1983-84 
U . P . 
1980-81 
1981-82 
1982-83 
1983-84 
27654 
33812 
38148 
44149 
3780 
6026 
6189 
7144 
13208 
15972 
17362 
20093 
64519 
82283 
92930 
99210 
39 
48 
54 
63 
63 
100 
101 
119 
50 
60 
66 
76 
58 
74 
84 
89 
425 
415 
409 
4 37 
642 
638 
637 
636 
529 
564 
507 
566 
519 
510 
522 
533 
c o n t d . . 
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Table 1,5 Coatd. . 
R e l a t i v e l y Advanced 
s t a t e s 
Maharashtra 
1980-81 
1981-82 
1982-83 
1983-84 
Punjab 
1980-81 
1981-82 
1982-83 
1983-84 
Haryana 
1980-81 
1981-82 
1982-83 
1983-84 
Guj a rat 
1980-81 
1981-82 
1982-83 
1983-84 
Sources t 1 . 
2 . 
113034 
138368 
164789 
182249 
34884 
43218 
49047 
54413 
23391 
29062 
33638 
36587 
53102 
66062 
76303 
87905 
Various I s sues of R.B 
Currency and Finance. 
Goveminent of Indl 
t i o n (Ministry of 
Domestic Product. 
180 
220 
262 
290 
208 
257 
292 
324 
181 
i2S 
260 
283 
155 
193 
224 
257 
. 1 . B u l l e t i n and 
969 
991 
1017 
1069 
1374 
1463 
1508 
1484 
1058 
1082 
1126 
1127 
905 
952 
920 
985 
Report on 
.at Central S t a t i s t i c a l Organisa-
Planning) , Estimates of State 
1960-61 t o 1983-84, Noveaiber, 1981 
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As against it, the state of Punjao enjoying high per 
capita income, has J^ een one of the high per capita tax 
revenue earning state. "During the year of 1980-81 
its per capita tax revenue was Rs, 2o8 which increasea 
to Rs. 324 in 1983-84. Same is the case ot other states 
of the same category but reverse of other category 
states. High per capita tax revenue which depends upon 
the high per capita income is aue to high base of 
inaustrialization and agricultural development. The 
states of Punjab and Haryana are agriculturally 
prosperous and amongst the inaustrialiaed states 
Maharashtra and west Bengal occupies the important 
place in the country. As against the states of Bihar, 
jamiim and Kashmir, orlssa and U.P. are both agriculturally 
and industrially backward. 
From the above analysis we can conclude that the 
states with higher per capita income, as they agricul-
turally prosperous and industrially advanced, are 
relatively at an advantageous position to mobilize 
internal resources in the form of tax revenue as compared 
to those states who enjoys lower per capita income, 
resulting aue to their backwardness in the governing 
sectors of the economy, i.e. agriculture and industries. 
Jamrau and Kashmir being one amongst the agriculturally 
and industrially backward states, enjoying lower per capit. 
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income, could mobilize small amounts of revenue from 
i t s tax source. in 1980-81, the per cap i t a State 
tax revenue was Rs.63 which rose up to Rs . l l9 only in 
1983-84. From 1974-75 the State's own tax revenue 
cons t i tu ted 50 per cent in t o t a l tax revenue, but i t s 
percentage share ranged from 11 to 20 in the t o t a l revenue. 
I t w i l l be seen from Table 1.6. 
S imi la r ly , non-tax revenue ra i sed from S t a t e ' s 
own sources has cons t i tu t ed 40 to 50 per cent of t o t a l 
non-tax revenue in the S ta te during 1974-75 to 1983-84, 
but i t s share in t o t a l revenue hovered between 20 to 30 
per cent fes follows from the da ta in Table 1.7. 
While there was a considerable progress in the 
S t a t e ' s own tax revenue, but i t occupied l e s s important 
place in the t o t a l revenue of the S ta te for a long 
time. The percentage share of S t a t e ' s own non-tax 
revenue happened to be more than S t a t e ' s own-tax 
revenue in i t s t o t a l revenue. In recent years the revenue 
from Sta te taxes has been more than tha t of i t s non-
tax revenue. The percentage share of S t a t e ' s tax 
revenue t o t o t a l revenue was a l so higher than of non-
tax revenue. 
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The trend in the S t a t e ' s own revenue to t o t a l 
revenue was r a the r f l uc tua t i ng from 1974-75 t i l l 1981-82. 
After t h i s , i t showed a dec l in ing trend in the following 
years . The main reason behind t h i s i s the contract ion 
of non-tax revenue in the S ta t e on the one hand and, 
on the o the r , less amounts of revenue which Sta te could 
mobilize from i t s tax so\irces. Having high r a t e s of 
growth in many p r inc ipa l t axes , the S ta te could not 
earn large amounts of revenue from t h i s source as 
compared t o o the r s t a t e s of the country which were having 
low growth r a t e s in t h e i r t axes . There were o ther factors 
responsible for low revenue in the S t a t e . 
Causes For Low Revenue 
Since ag r i cu l t u r e i s the key sec tor of the State 
economy, many problems are inheren t in i t . With the 
r e s u l t , revenue base of the S ta te has been narrow on 
the one s ide and, on the o the r , d i f f e r en t sec to r s of 
the economy lil<;e indus t r i e s and t ranspor t e t c . got 
influenced by i t . Being o ther sec tors of the economy 
yet in t h e i r infancy stage and the governing sec tor 
subject to many problems, t h i s a l l r e su l t ed in the low 
growth in i t s own revenue. Besides these f a c t o r s , there 
are a lso o ther reasons respons ib le for the low revenue 
of the S t a t e . Amongst those a l l , p r i n c i p a l causes are 
explained as fol lows: 
45 
Agricu l tura l I n s t a b i l i t y 
The economy of the S ta te Is dominated by the 
a g r i c u l t u r e . The trend of r i s e or f a l l of the State 
income i s , the re fore , s e t by the behaviour of a g r i c u l -
ture which has not been s a t i s f a c t o r y during the past 
severa l y e a r s . Though near ly one-haIf of the S ta te 
domestic product comes from the very sec to r of the 
economy, bu t S ta te earned very much less r a the r negl ig ib le 
amounts of revenue in the form of d i r e c t tax on agr icu l tu re 
Total land revenue as a share of S ta te domestic product 
was 0.22 per cent in 1977-78 and i t decl ined to 0.20 
per cent in 1983-84. In S ta t e s agr icu l t t i r a l income, the 
percentage share of land revenue has been marginal, 
ranging between 0.45 to 0.4 7 during the period from 
1977-78 to 1983-84. In S t a t e ' s own tax revenue, the 
share of land revenue was 4 .8 per cent in 1974-75 but 
in the following years i t showed a dec l in ing trend by 
moving down to 2.5 per cen t , 1.3 per cent and 1.2 per 
cent in the years 1979-80, 1981-82 and 1983-84, I t s 
percentage share in t o t a l revenue of the S ta te which 
was 1,6 in 1977-78 a l so f e l l down to 0.71 in 1983-84. 
This happened because S ta te ag r i cu l tu re suffered from 
some ser ious problems such as bad weather, s ing le crop 
season, small area under c u l t i v a t i o n e t c . Besides, 
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t h i s sector of the economy has a State-wide impact. 
Effects of Nat ional Forest Pol icy and Forest(Conservation) 
Act: 
Forest i s one of the S t a t e ' s bas ic resources 
y ie ld ing s u b s t a n t i a l revenue and making a handsome 
contr ibut ion to the Sta te domestic product. I t s revenue 
share in S t a t e ' s own non-tax revenue has Increased 
from 28 per cent t o 57 per cent in the period from 
1974-75 to 1982-83. In the successive two years i t s 
percentage share has decl ined. Though the percentage 
share of revenue from t h i s source has increased from 
47 in 1981-82 to 57 in 1982-83, but i t s amounts of 
revenue has decl ined from KS. J 6 ^ 7 iakhs to Rs. 3559 
lakhs m the same years r e spec t i ve ly . In the following 
year i t s revenue again came down to Ks. 3358 lakhs . 
The cont rac t ion in i t s revenue re su l t ed due t o 
National Forest Policy and Forest (Cons'^rvation) Act 
1980. In addi t ion to ensuring good ag r i cu l t u r e and 
offer ing considerable p o t e n t i a l for i n d u s t r i a l development 
of the S t a t e , i t i s very much important for maintaining the 
ecologica l balance in na tu re . The National Fores t Policy aims 
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2 
alms at the coverage of 1/3 of land under forests, 
3 
Judging from this standard the State's 21 per cent 
area under forest (on this side of control line) falls 
much below the requirement. Besides, the Central 
Government has passed a law i,e,. Forest (Conservation) 
Act, 1980 with a view to curb all such activities 
through which this wealth has been depleted due to 
indiscriminate felling in the past, compounded by the 
thefts and illegal extractions. The State which is 
facing an acute scarcity of fire wood and fodder, a 
Social Forestry project has been undertaken with loan 
assistance from World Bank, which will help a lot in 
future to meet these requirements of the State. 
Transfer of Large Power Projects in the Central Sector; 
Uie State has immense potential for development 
of hydro-electric power resources. For the past three 
decades considerable work has been done in this regard, 
of course within the limitation imposed by the resource 
constaints, A good amounts of revenue the State \ised 
to receive from this source in the form of receipts 
from power projects. In 1974-75, the revenue from 
2. Government of Janrmu and Kashmir, Directo rate of 
Eccnoroics & Statistics Planning and Development 
Department, Economic Review of Jctmrou and Kashmir, 
1973-84, p,27, 
3. Ibid., p.27, 
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power projects in the State's own non-tax revenue 
was 12 per cent which increased to 19 per cent in 
1981-82, As extensive power availability is highly 
necessary for sustained develojxnent especially for 
expanding the industrial base and for extention of 
irrigation to areas where construction of gravity 
canals is not possible, but State is suffering from a 
major deficiency of it since long back. This shortage 
of power and energy has not only hampered the develop-
ment but put the common man to great hardship in the 
State. The State, having tremendous power potential, 
has been unable to exploit fully this wealth due to 
the paucity of fxinds. Because of resource constraints 
a nxiniber of large power projects went in the Central 
sector. This transfer of power projects to Central 
sector resulted in contraction of the percentage share 
of revenue from this source in the State's own non-tax 
revenue has declined from 19 in 1981-82 to 3 and 4 in 
the years 1982-83 and 1983-84 respectively. 
Introduction of National Prohibition Policy 
Excise duties are levied with the two objectives 
firstly to produce revenue to the treasury and, 
secondarly, to restrict consumpb ion of cexrtain harmful 
commodities. The states levy excise duties generally 
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to restrict consumption of certain intoxicants like 
country liquors, tari, hemp drugs etc. In the State of 
Jammu and Kashmir, the state excise duties as a 
principal tax revenue source contributed a sound share 
of 41 per cent in its tax revenue during the year of 
1974-75. But in the year of 1979-80 Its share has 
declined to 33 per cent, which again came down to 24 
per cent according to 1983-84, mainly because of National 
Prohibition Policy, TSie policy was implemented in 
pursuance of Directive Principles of the state policy 
incorporated in Article 47 of the constitution. 
According to the policy, "the duty is cast upon "the 
state" to bring about prohibition of the consumption 
of intoxicating drinks, and is thus an obligation not 
only of the Government of India but also of the Govern-
ment of each state and of all local and other 
4 
authorities in India", 
Industrial Backwardness 
Due to difficult topography and lack of adequate 
infra-structural facilities, the State has not seen 
much industrial growth. The sales tax %*hich has been 
one the major tax revenue source in the State, showed 
declining trend. In 1980-81 the percentage share of 
the sales tax in States own tax revenue was 47.3 which 
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decreased to 37,1 in the year of 1983-84. The decline 
can be partly attributed to sluggish increase in 
industrial output and partly due to attract new 
private industries by offering various types of 
exemptions and concessions. 
Delay in 'Recovery of Interest' 
Interest receipts which constitutes 20 per cent 
in the States own tax revenue showed a steady growth 
during the period from 1974-75 onwards. This happened 
because roost of the loans goes to the farmers who 
often faces the problems of natural calamity and others, 
The percentage share of revenue from interest receipts 
has decreased from 26 in 1982-83 to 23 in 1983-84. 
Besides these causes there are other reasons 
which slackened the growth of revenue in the State. 
These are like higher costs of material, due to hii^er 
norms of maintenance of irrigation works and much 
operating costs in road transport undertakings due to 
the nature of terrian as compared to plan states. 
Further more it is known fact that political 
stability of a state not only plays a great role in 
the economy of the state, it opens also a field of 
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possible ways and means of improving, increas ing and 
regu la t ing t h e c o l l e c t i o n s of revenue from the sources, 
which if rece ive encouraging a t t e n t i o n of a Government, 
ava i l ab le t o the s t a t e . I t has been seen t h a t the 
S ta te who have been a scene of mudi p o l i t i c a l upheavls, 
therefore i n s t a b l e , have in one or o ther way favoured 
a cont rac t ion in economic f i e l d , a lso with respec t t o 
i t s own revenue. 
Thus we have discussed the S t a t e ' s own revenue 
on revenue account in much d e t a i l . We have noted t h a t 
the State has l e s s p o t e n t i a l for i n t e r n a l resource 
mobi l iza t ion . Prom our ana lys i s i t i s evident t h a t the 
cont r ibu t ion of S t a t e ' s cwn revenue in the t o t a l 
revenue revolved round 40 per cent showing a decl ining 
t rend with some f l u c t u a t i o n s . In S t a t e ' s own revenue, 
the share of i t s own tax revenue has shown a considerable 
progress which increased from 28 per cent in 1974-75 
to 54 per cent in 1983-84 as compared t o i t s non-tax 
revenue which decl ined from 72 per cen t in 1974-75 to 
46 per cent in 1983-84. While, on the one hand,revenue 
from non-tax source has dec l ined , on the other , the 
areas of t a x a t i o n ava i l ab le with the S ta te a re r e l a t i v e l y 
i n e l a s t i c . By t h i s scene we a r r ived a t the conclusion 
t h a t through i n t e r n a l resource mobi l iza t ion economic 
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develoi»nent of the State is very difficult. In such 
a situation federal fiscal transfers has a vital role 
to play. Hence we suggest that the flow of resources 
from Centre to the State especially in the form of 
statutory transfers should be so liberal by which 
economic development will be possible there. 
* * * 
CHAPTER-III 
SHARING IM CENTRAL TAXES 
In a federation the goal of equity is likely to be 
disturbed due to the maladjustment in resovirces and needs 
of the two layers of the Government and also because of 
the fact that there are generally wide disparities 
between states inter se. The solution of the first 
problem lies in larger fiscal transfers from the federal 
government to the constituent xinits^  but the nature of the 
second calls for sxsch criteria by which regional in-
equalities can be reduced, since a big gap exists between 
the revenue availability and revenue required for 
expenditure in different federal units* federal Centre 
have to play such a role by which needy states can 
receive more resources from the Central fiscal transfers. 
In India* financial resources from the Centre to 
the states are effected through two bodies: the Finance 
Commission and the Planning Commission. The resotirces 
which are recommended by the Finance Commission are 
known as statutory fiscal transfers because it has a 
1 
constitutional basis* while those which come under the 
1. Article 280, Constitution of India. 
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purview of Planning Commission are called non-statutory 
transfers. There are other transfers recommended by the 
various ministries from time to time. 
In these various types of federal fiscal transfers, 
the present study deals with the statutory fiscal transfers 
with special reference to Jammu and Kashmir State. The 
statutory fiscal transfers transferred from the federal 
Centre to its federal xinits takes the form of tax-sharing 
and grants for various purposes. Tax-devolution is made 
to all those states where the divisible taxes are levied, 
on the other hand, grants are given only to those states 
which are judged to be in need of assistance. In general 
whether weak or strong, all states prefer tax-sharing 
for the purpose of getting assistance from the union 
Government, because it does not compromise their fiscal 
dependence. 
Tax-sharing 
So far as the nature of the shared taxes is 
concerned, they can be put in three categories: 
1. assigned taxes, 
2. agreed taxes /dut ies , and 
3. obligatory and volxintary shared taxes . 
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The first category consists o£ seven taxes levied 
under Article 269« such as estate duty, taxes on railway 
fare etc. These taxes are levied and collected by the 
union and their entire proceeds are assigned to the 
states. Category second consists of additional duties 
of excise and third category consists of taxes on income 
other than corporation tax and union excise duties. These 
taxes are levied and collected by the Union but the net 
proceeds are shared with the states. The pattern of 
distribution of net proceeds of these types of taxes as 
mentioned above are explained as follows: 
Assigned taxes 
These taxes may be divided into two groups. The 
first group relates to those taxes of which the rates« 
base and exemption are fixed by the Central Government, 
but the states are entitled to collect and appropriate 
the proceeds within their respective areas. These are 
provided under Article 268 of the Constitution. The 
second group relates to those taxes which are levied 
and collected by the union Government but their proceeds 
are distributed among the states. On the advice of the 
Finance Commission the Parliament fixes the principles 
and amount of distribution of the latter group. These 
assigned taxes are under Article 269 and out of seven 
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items two are Important. These are: estate duty and 
taxes on railway passengers fare. 
Estate duty 
Estate duty on property other than agricultural 
land« is one of the taxes and duties mentioned in 
Article 269 of the Constitution, which are to be levied 
and collected by the union Government but the entire 
proceeds, except the share attributable to Union territo-
ries, are assigned to the states within which the duty 
is leviable in that year. This type of duty were levied 
in 1953. 
It was the Second Finance Commission which examined 
for the first time the principles that should govern the 
net proceeds of estate duty among the states. The 
commission recommended . 
1. that out of the net proceeds of the duty 
in any financial year, a sum equal to one per cent be 
retained by the Utaion as proceeds attributable to Union 
territories; 
2. the balance be appropriated between immovable 
property and other property in the ratio of gross value 
2. Government of India, Ministry of Finance, Report of 
the Finance Commission^ 1957, pp.51-52. 
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•f all such properties brougnt into assessment in that 
year; 
3, the sum thus apportioned to immovable 
property oe distributed among the states in proportion 
to the gross value of the immovable property located in 
each state; 
4, the sum apportioned to property other than 
immovable property be distributed among the states in 
proportion to their population. 
The Third Finance Commission agreed with the 
formula of the Second Finance Commission out in recom-
mending the distribution of duty attributable to movable 
property it adopted the 1961 census figures. The Fourth 
Finance Commission also did not suggest any change In 
the fozrmula laid down by the second Finance Commission* 
except that it suggested that the share ot the Union 
territories be raised from one per cent to two per cent 
of the net proceeds of estate duty. 
The Fifth and Sixth Finance Commissions also 
endorsed the principles laid down by the earlier 
Commissions except that the Fifth Finance Commission 
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increased the share of Union territories to 3 per cent 
but the Sixth Finance Commission reduced the share of 
Union territories to 2,5 per cent. The Sixth Finance 
Commission observed that^ "we are convinced that the 
principles of distribution enunciated by the Second 
Commission and endorsed by all the subsequent Commissions 
3 
do not call for any change" , but in recommending the 
distribution of duty attributable to movable property it 
adopted the 1971 census figures. The Seventh Finance 
Conmission did not make a distinction between the immovable 
property and property other than immovable property for 
the purpose of distributing the net proceeds of estate 
duty. It recommended that, "the net proceeds of estate 
duty in respect of property other than agricultural land 
brought to assessment in each of the years from 1979-80 
to 1983-84, should be distributed among the states in 
proportion to the gross value of the immovable property 
as also property other than immovable property taken 
together located in each state, excepting in regard to 
4 
propejrty located abroad." In respect of the property 
located abroad, the net proceeds of the duty in any 
year should be included in the share of the states where 
3, Government of India, Ministry of Finance, Report of 
the Finance Commission, 1973, op.cit., p.25, 
4. Government of India, Ministry of Finance, ReTX>rt of 
the Finance Cownission, 1978, p.43. 
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the relevant assessment was done. The Commission did not 
specify the portion of the net proceeds of estate duty 
attributable to Ubion territories as was done by the 
earlier Commissions. This Commission recommended that 
their share should be determined in the same manner and 
on the same principles as for the determination of the 
shares of each states* taking the union territories as 
one unit for the purpose. The Eight Finance Commission 
agreed with Seventh Finance Commission and '*do not 
recommend any change in the existing i>rinciples of 
. 5 distribution". 
In the memoranda submitted to the Seventh Finance 
Commission* most of the states have suggested continuance 
of the existing principles of distribution but the states 
like Jammu and Kashmir have proposed that the principles 
of distribution should take into accoxint "backwardness 
and genuine needs of tiie states". While various states 
wanted backwardness to be also one of the criteria for 
distribution, "origin of the collection in case of 
immovable property and on the basis of population in 
case of movable property has been the principles of 
5. Oovexmroent of India* Ministry of Finance* Report of 
the Finance Cotmnission, 1984. p. 61, 
6. Government of India* Ministry of Finance* Report of 
the Finance Cowmission^ 1978* p.42. 
7. 6. Thlmmaiah and Herniate Rao* Finance Commissicm and 
Centre<.-Statc Financial Relations. Ashish Publishing 
House* New Delhi* 1986* p«55« 
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distribution of net proceeds of estate duty, adopted by 
the Finance Commission. 
Tax on Railway Passengers Fare 
This is one of the taxes mentioned in Article 269 
of the Constitution, which was levied and collected by 
the Union Government but assigned to the states. The 
proceeds being distributed among the states in accordance 
with the principles formulated by the Parliament which 
in tiirn must be taken into accotjnt the recommendations 
of the Finance Commissions in this regard. This tax was 
levied according to the Railway Passengers Act for the 
first time in 1957 and the Second Finance Commission 
was also first to recommend the principles of distribution 
for its net proceeds among the states. The Commission 
irecommended "route mileage as the basis of allocation 
Q 
after making allowances for density of traffic". The 
recommendations of the Second Finance Commission were 
in force up to 1961-62. But, Railway Passengers Fare 
Act was repealed in 1961, and this tax was merged in 
the basic fares. Thus it was in force only for few 
years. In i960, when the Railway Convention Cotmnittee 
asked for the merger of the tax with the basic fares. 
8. Government of India, Ministry of Finance, Report of 
the Finance Commission, 1957, p.64, 
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i t o f fered to pay to General Revenues Rs .12 .50 crores 
annually represent ing the average of ac tual c o l l e c t i o n s 
during the pas t two years . The Union Government, in 
turn, decided t o d i s t r i b u t e t h i s amo\jnt among the s t a t e s 
as a grant under A r t i c l e 282. 
With regard to the d i s t r i b u t i o n of the grant in 
l i e u of the tax on railway passengers f a r e , up t o Sixth 
Finance Commission a l l have adopted the same formula for 
d i s t r i b u t i o n as was adopted by the Second Finance Comnission. 
The Seventh Finance Commission accepted the same p r i n c i p l e s 
as i t s predecessors , but in the appl ica t ion of the 
p r i n c i p l e i t appl ied a d i f f e r e n t formula. According t o 
9 
i t s report t h a t "the most api>ropriate d i s t r i b u t i o n of 
grant in l i e u of tax would be in proportion to the non-
suburban passenger earnings from t r a f f i c o r i g i n a t i n g in 
each year". 
The Eighth Finance Commission recommended that 
"shares of s t a t e s be a l l o c a t e d in the same proportion 
as the average of the non-suburban passenger earnings 
in each s t a t e in the years 1978-79 to 1981-82 bears to 
the average of the aggregate non-stoburban passenger 
9 . Government of India , Ministry of Finance, Report of 
the Finance Commission, 1978, p .53 . ~ 
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earnings of a l l s t a t e s in those years". 
In memoranda submitted to the Seventh Finance 
Commission, almost a l l s t a t e s have supported the 
e x i s t i n g p r i n c i p l e but the s t a t e of Jaromu and Kashmir 
has asked f o r "backwardness of a s t a t e to be taken 
into accoxant". Di f ferent views were expressed by 
the d i f f e r e n t s t a t e s in the memoranda submitted to the 
Eight Finance Commission. A l t e r n a t i v e l y the pr inc ip l e 
adopted by the Seventh Finance Commission and population 
c r i t e r i o n was supported by large number of s t a t e s . 
The main grievance of the s t a t e s , however, does 
not l i e In the p r i n c i p l e s of d i s t r i b u t i o n but in the 
repeal of the tax and i t s s u b s t i t u t i o n by a f i x e d grant 
whose quantxim has not been r e v i s e d p e r i o d i c a l l y . The 
Finance Commissions have repea ted ly commented on the 
adverse repercuss ions of the above ac t ion on s t a t e ' s 
f inances . The Sixth Finance Commission observed that , 
"we a l s o f e e l tha t the irepeal of the passenger tax 
and i t s replacement by a f i x e d grant was no t q u i t e in 
accordance w i t h the s p i r i t . I f not the l e t t e r , of the 
10 . Government of India, Minis try of Finance, Report 
of the Finance Commission. 1984, pp ,64 -65 . 
11 . Government of India, Minis try of Finance, Report 
of the Finance Commission, 1978, p . 5 3 . 
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provisions of Article 269 of the Constitution... We 
would, therefore, urge that the Government of India should 
redetermine the ainoxint of grant payable in lieu of tax on 
passenger fares in terms of what the states could have 
got if the railway passenger fares tax had continxied in 
12 its original form". 
The increase in the quanttim of grant was not 
favoured by the Railway Convention Comnittee 1971 on 
consideration of the difficult financial position of 
railways at that time. In the case put up before the 
Comnittee, emphasis was laid on the social burden borne 
by the railways such as subsidised passenger fares of 
suburban railways and movement of foodgrains and raw 
materials at less than economical cost. As some state 
govenunents have contented before the Finance Comnissions, 
similar social burdens are borne by other public 
utilities as well as the state Governments. The financial 
position of the railways has since considerably improved. 
At least it is not such as to justify denying the states 
the revenues due to them. It is for the Railways to 
provide for the requisite amount as grant even if it 
necessitates some increase in railway passenger fares. 
12. Government of India, Ministry of Finance, Report 
of the Finance Commission. 1973, p.24. 
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The s ta tes are also Imposing passenger tax on road 
transport at comparatively high rates which Is absorbed 
by the t ra f f i c . 
The considerable difference between the arooxint of 
grant distributed among the s tates and the revenues that 
would have accrued to them from the tax, has led many 
states to suggest to the Finance Commissions that the tax 
on railway passenger fares should be reimposed, f a i l i n g 
which the quantum of the grant should be raised to a level 
equivalent to the anticipated y ie ld from the tax i f i t 
had continued to be levied. The Finance Commission have, 
however, refrained from making any spec i f i c recomnendations 
on this account on the groxind that i t would be outside 
the scope of their terms of reference. In view of the 
strong representations made by the s tate Governments, 
however, the Finance Commission have been suggesting 
upward revis ion of the grant, pari passu with the 
anticipated yie ld of the tax. But their observations 
have not been given due weight by the Centre. I t i s 
thus Imperative that the Injustice meted out to the 
s tates i s remedied forthwith by the Centre in the 
interest of healthy Centre-state f inancial re lat ions . 
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Additional duties of Excise 
In 1957, sales tax on mill-made textiles, sugar 
and tobacco (including manufactured tobacco) was replaced 
by additional duties of excise to be levied and collected 
by the union Government together with the basic union 
excise duty on these comnodities. A decision to this 
effect was taken at the meeting of National Development 
Council in December 1956, when the Chief Ministers agreed 
to refrain from levying sales tax on these articles of 
nation wide consumption, in lieu thereof levying additional 
excises on them by the Centre and distribute the whole 
13 
of the net proceeds among the states. Under the provi-
sion of Act giving effect to the agrecnnent, the states 
were assured the income derived from its tax Imposed 
earlier. It also did not prevent the states from levying 
the sales tax, but meirely provides that if in any year 
state levies and collects a tax on the sale or purchases 
of such commodities, it shall not share in the net proceeds 
from the additional duties of excise, unless the Union 
otherwise directs. In the list of commodities, silk 
fabrics were included later on. The Second Finance 
Commission recommended that each state should be 
13. The provision was Implemented through the additional 
duties of excise (goods of special importance) Act, 
1957. 
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guaranteed the income which it desired from the balance 
of the proceeds be distributed among the states. 
Before 1st April, 1957, the State of Jammu and 
Kashmir had no sales tax, but the incidence of additional 
duties would fall on the people of this state as on the 
people of the other states, therefore, the Commission 
recommended 1.25 per cent of such net proceeds be paid 
14 to the State, The share of Jammu and Kashmir State 
was increased to 1.50 per cent by the Third Commission, 
and the Fourth Commission made no change in its share. 
But the Fifth Commission recommended that out of net 
proceeds from these duties 0.83 per cent be given to 
the state of Jammu and Kashmir. The Sixth Commission 
did not set apart any guaranteed amount. As far as the 
basis of distribution is concerned, this Commission 
considered several schemes and came to the conclusion 
that, "the most equitable basis for distribution of 
additional excise duties would be to allocate the 
proceeds of additional excise duties on the basis of 
population, state domestic product at current prices 
and production in the ratio of 70:20:10." 
14. Government of India, Ministry of Finance, Report 
of the Finance Commission, 1957, pp.61-62. 
15. Government of India, Ministry of Finance, Report 
of the Finance Commission. 1973, op«cit., p.l8. 
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The Seventh Coiwnission ( l ike that of Sixth Commission) 
did not consider i t necessary to se t apart any guaranteed 
amount to the s tates of tJie net proceeds of additional 
excise duties since the share of each s tate w i l l be more 
than the guaranteed amount. The Commission recommend that 
3.271 per cent of the net proceeds of the additional excise 
duties of sugar in each of the years from 1979-80 to 
1983-84 should be retained by the Central Government as 
attributable to the XJnion terr i tor ie s and the balance 
should be distributed amongst the s ta te s . Like i t s 
predecessors, the Seventh Finance Commission a l so favoured 
that the net proceeds of additional excise duties should 
be distributed among the s ta tes on the basis rf consumption 
of these a r t i c l e s in each s ta te . In regard to the 
t e x t i l e s and tobacco, the Commission took into considera-
tion 'population* and 'per capita State domestic product' 
and to arrive at the share of each state "they multi-
plied the average per capita s tate domestic product of 
each s tate for the three years ending 1975-76 by 
population of the state according to the census 1971 
and worked out the percentage shares of th is product 
of each s ta te in the corresponding a l l s t a t e ' s total 
f igure." The Eight Finance COTunission recommended 
16. Government of India, Ministry of Finance, Report 
of the Finance Commission. 1978, p.49. 
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that, "the share of the s ta te , in the additional duties 
of excise for a l l three commodities v i z . sugar, t e x t i l e s 
and tobacco, be distributed by giving equal weightage 
17 to SDP and population" . The share of Union terr i tor ies 
was fixed at 2.391 per cent on the same basis as that of 
s t a t e s . 
The s t a t e s in general have not f e l t happy and 
expressed the ir tjuiwillingness to extend the scheme of 
additional dut ies of excise in place of sa les tax because 
sa les tax i s the most e l a s t i c source of revenue for 
them. Regarding the distr ibut ing principles , the State 
of Jamrou and Kashmir considers that cr i t er ia adopted by 
18 the Seventh Finance Comnlssion were disadvantageous 
to i t . The State was of the opinion that inter-s tate 
d is tr ibut ion should be related to the trend in the 
growth of s t a t e ' s sa les tax col lect ions ' .« 19 
Comparative Advantage of Sales Tax and Additional 
Excise Duties 
The scheme of additional excise duty in l ieu of 
sa les tax i s a kind of tax rental agreement between 
the Union and the 3tates . The principles xinderlying 
the subst i tut ion of additional excise duties for sales 
17. Government of India, Ministry of Finance, Report 
of the Finance Conroission, 1984, p.58. 
18. Government of India, Ministry of Finance, Report 
of the Finance Commission, 1984, p.57. 
19- I b i d . , p .57. 
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tax may be summed up briefly In emphasising that It 
maintains leakage and evasion of sales tax, provides 
convenience to traders and business community In 
maintaining accounts and other related matters, enables 
the Union Government to control the Incidence of commo-
dity taxation and ensures uniformity in the Incidence 
20 
of Inter-state taxation• 
So far as the question of extentlon of this 
levy to more commodities is concerned, it was considered 
at length by the Fifth Finance Commission which felt 
that the full utility of such a scheme could not be 
realized unless the arrangement could be extended to 
other important commodities also* But, the state 
Governments have, by and large, opposed any further 
extentlon of the levy. Some of them look upon the 
proposal as an attempt to further curtail the limited 
fiscal autonomy available to them under the Constitution. 
Besides, the States have complained that additional 
excise duties have not been increased in keeping with 
the Increase effected from time to time in basic 
excise duties. Until a few years ago, most of these 
commodities were taxed on specific basis, which according 
20. P.K. Bhargava, "The 'Additional' Excise Duties", 
Eastern Econ<Mnist, November 20,Vol.LXX,N6.12, 1970, 
p.894. 
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to the States resulted in lack of buoyancy in to 
revenues they desired from additional excise, they 
argued that their o»rn sales tax revenue had been 
showing a higher rate of growth than the yield from 
21 
additional excise. These issues were discussed at 
the meeting of NDC in December, 1970, and it was 
decided to continue the existing scheme subject to the 
r^tes of additional excise duty being stepped up to 
10.8 per cent of the value of clearances. As far as 
practicable, a ratio of 2:1 between the basic and 
additional excise duties was also to be kept. The Govern-
laent of India accepted this recanroendation and implemented 
it through successive Finance Acts. This seems to have 
satisfied the States and "they do not seek any material 
change in the present scheme of levy of additional 
22 
excise duties". 
:There are some features of sales tax which call 
for a \iniformity,With respect to many products the Central 
Government or the producers try to maintain a uniform all-
India price but different rates of sales tax result in 
divergence of price from state to state. Some products 
21. Government of India, Ministry of F inance (Department 
of Revenue) Interim Report of the Indirect Taxation 
En<miry Committee, April 1977, Para 5.22. p.78. 
22. Government of India, Ministry of Finance, Report of 
the Finance Comnission, 1973, para 4, p.18. 
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o£ such nature oa which the rate differentials encourage 
uneconomic diversion of trade which a]s o causes a loss 
of revenue to the state with a higher rate of taxation. 
In respect of these products It would be desirable to 
have iinif ormlty In the ratesof sales tax« which can be 
achieved by widening the list of Items covered by 
Additional excise duty. 
State Governments, on the other hand* have 
emphatically argued against such a course. In part they 
seem to be afraid that no matter what assurances are 
given, their revenue will suffer as a result of the 
change. They have some unhappy memories of tiie way in 
which, after they agreed to replace sales tax on 
textiles, tobacco and sugar by additional excise duty, 
their revenue from these items remained virtually frozen, 
though the Centre got hic^er revenues from them by 
raising the basic excise duty while keeping the addition-
al excise duty unchanged. 
Though additional excise duty will have the 
advantage of minimising the cost of collection and 
risks of evasion,but under this arrangement value 
added at later stages escapes taxation. The increase 
in value Which takes place between the ex-factory 
stage and the point at which it reaches the ultimate 
72 
consumer due to costs o£ transport and distribution 
as well as the projects of wholesellers and retailers 
can not be taxed through excise duties. The levy of 
sales tax can cover this pari: of the value added. 
Itie popular belief that excise duty, and sales 
tax fall on the same base, though levied by two different 
authorities, is not altogether correct. Estimates made 
by the National Institute of Public Finance and Policy 
indicate that nearly Rs,500 crores of the sales tax are 
being currently collected on goods not siibject to 
23 
excise duties. 
The expcunsion of the scheme of additional excise 
duties to replace sales tax on certain items such as 
medicine, cement, vanaspati and petroleum products etc. 
24 
suggested by Jha Committee has met with opposition 
from states who look upon the levy as causing erosion 
of their own taxing power. On economic considerations, 
sales tax is more elastic as it is based on ad valorem 
rates while additional excise may be specific or 
ad valorems. 
23. Government of India, Ministry of Finance (Department 
of Revenue) Report of the Indirect Taxation of 
Enquiry CCTnmlttee (Final Report) Part I, October 
1977, Para 8.2, p.l06. 
24. Ibid, Para 8.19, p.121, 
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Thus it Is imperative for the Government of 
India to firstly remedy the shortcomings in the existing 
scheme and to fully implement the agreement referred to 
earlier, to safeguard the revenue interests of the 
states. It is thereafter that the question of extention 
of the levy to other commodities may be considered, 
provided a consensus emerges to that effect* 
Shared Taxes and duties 
After distributing the net yield from assigned 
taxes among the states, the Finance Comnlssion will 
also have to determine the share of each state in the 
divisible pool. There are two steps involved in the 
scheme of distribution of taxes and duties of this 
category. First, the total net proceeds of these taxes 
and duties have to be distributed between the Centre 
and the states. Second, the share accrued to the 
states has to be distributed among all the states 
according to the criteria recommended by Finance 
Commissions. The former distribution of net proceeds 
is also known as vertical sharing whereas latter called 
horizontal sharing. 
Vertical Sharing 
The share of the states in the case of 
income-tax and Union excise duties is reviewed every 
74 
time a Finance Commission is set up. Prior to the 
appointment of the First Finance Commission,the states 
were given 50 per cent of the net proceeds of income-
tax and no share in the Union excise duty. The First 
Finance Commission increased the share of states in 
income-tax to 55 per cent. This share was further 
2 
raised to 60 per cent by Second, to 66 x— per cent by 
the Third, and to 75 per cent by the Fourth Commission. 
The Fifth Commissionhas not thought it proper to 
increase further and has maintained the same percentage 
as by the Fourth Commission. The Sixth and Seventh 
Commissions have favovured the states by raising their 
percentage share to 80 and 85 respectively. The Eight 
Finance Ccxmnission has neither incxreased nor decreased 
the share of the states in the divisible pool but maintained 
the same arrangement as was fixed by the seventh Finance 
Commission. In case of the Union excise duties, the 
share of states has increased from 20 per cent as 
recommended by the "Hiird Finance Commission to 45 per 
cent recommended by the Eight Finance Commission. 
Following Table 2.1 shows the states share in divisible 
pool. 
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TABLE 2,1 
Share of States in Divisible Pool 
Finance Conunlsslon 
First 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth 
Income-
(%) 
55 
60 
66| 
75 
75 
80 
85 
85 
>f the ' 
-tax 
^ari9US 
Union-excise 
40 
25 
20 
20 
20 
20 
40 
45 
Finance Cc»nmlssions. 
The nuniber of conroodities forming the divisible 
pool under Union excise increased from 3, 8 to 35 as 
recommended by First, Second and Third Commissions 
respectively. From the Fourth Finance Commission, 
proceeds from all the commodities subject to basic 
excise duty fromed the divisible pool. These changing 
trends have put increasing amoxints of resources at the 
disposal of states. 
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Horizontal Sharing 
As far as the distribution of net proceeds of 
shared taxes is concerned, mostly the i)opulous states 
got larger share as compared to the thinly populated 
states. This is mainly due to the criteria adopted by 
the Finance Commissions. In case of Income tax, upto 
the Seventh Finance Commission a weightage of 80 to 90 
per cent was given to population and regarding Union 
excise duties, the first six Finance Commissions xised 
population to determine 75-100 per cent of the proceeds. 
A detailed picture is given in the Table 2.2. 
TABLE 2.2 
Weightage Assigned to Different Criteria 
Finance Commission Income-tax Union Excise 
Population Collection Population Bac)cward< 
ness 
{%) {%) {%) (%) 
First 
Second 
Third 
Fourth 
Fifth 
Sixth 
Seventh 
Eighth U N I F O R M F O R M U L A 
80 
90 
80 
80 
90 
90 
90 
20 
10 
20 
20 
10 
10 
10 
100 
90 
-
80 
80 
75 
25 
-
-
-
20 
20 
25 
25 
Source: Reports of the Finance CCTnmissions. 
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The formulae adopted by the first seven Finance 
Conuoissions have proved (juite beneficial for populous 
states, whether rich or poor, and the common formula as 
used by the Eighth Finance Commission for distribution 
of net proceeds from income tax and Union excise duties 
placed the relatively backward populous states compara-
tively at an advantageous position. According to the 
common formula known as Uniform Formula: 90 per cent 
of the states share of income tax (10 per cent on the 
basis of contribution) and 40 per cent of the excise 
duties should be allocated between the states by giving 
a weightage of 2 5 per cent to population, 25 per cent 
to the inverse of per capita income multiplied by 
population and 50 per cent to the distance from hi^est 
25 per capita income multiplied by population. Even 
though the relative economic backwardness in the form 
of inverse of per capita SDP and the distance criterion 
was taken into account by the present Finance Commission, 
but the thinly populated states also backward like Jaiwnu 
and Kashmir etc., did not reveal any progress in their 
percentage shares of net proceeds from income tax and 
Union excise duties. 
25. Government of India, Ministry of Finance, Report 
of the Finance Commission, 1984, pp.44* 53. 
. ^ ^ ' ' - ' " -
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The Jairunu and Kashmir, though having high rates 
of growth in many of its principal taxes, is highly 
dependent upon the statutory fiscal transfers like tax-
sharing. The situation is obvious from Table 2.3. The 
data in the table shows the vital importance of the shaz^ 
frcMn Central taxes. The percentage share from share in 
Central taxes in the States total tax was between 43 to 
47 from 1974-85 to 1979-80, Although the percentage share 
of this source has declined fr<»n 0,93 per as recommended 
by Sixth Finance Commission to 0«856 as determined on 
the basis of Uniform Formula adopted by the Eig^t 
Finance Commission. In case of Income tax, the State's 
share remained a.lmost stagnant. This is given in the 
Table 2,4. 
However, in Jammu and Kashmir State, the shaze 
in Central taxes occupies an important position even 
if its share has not increased with the recommendation 
of the recent Finance Commission. The importance of 
this form of statutory fiscal transfers can be judged 
by having a look on the Table 2.5. During the period 
from 1974-75 to 1983-84, the percentage share from 
Central taxes in the total statutory fiscal transfers 
hovered round 25. In some years like 1979-80 to 1981-82, 
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TABLE 2 .3 
Share of C e n t r a l Taxes t o the T o t a l Tax-Revenue and Tota l 
Revenue 
(Jammu and Kashmir) 
(Rs. in lakhs) 
Year Share of To t a l t a x - T o t a l 2 as % 2 as % 
C e n t r a l revenue revenue t o 3 t o 4 
t a x e s ( tax + 
non- tax) 
1974-75 
1975 -76 
1976-77 
1 9 7 7 - 7 8 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1029 
1337 
1367 
14 82 
1545 
2613 
2897 
3502 
3825 
4348 
2366 
3112 
3241 
4543 
5009 
5513 
6677 
9528 
10014 
11492 
12316 
14853 
15211 
17913 
22283 
2 0388 
25809 
29857 
32502 
37583 
4 3 
4 3 
42 
33 
31 
4 7 
4 3 
37 
38 
3 8 
8 
9 
9 
8 
7 
13 
11 
12 
12 
12 
Source: Various Issues of R.B.I. Bulletin and Report on 
Currency and Finance. 
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TABLE 2 .5 
Tax-Shar ing in To t a l S t a t u t o r y F i s c a l T r a n s f e r s 
(Jammu and Kashmir) 
(Rs. Lakhs) 
Year Share in T o t a l S t a t u t o r y 2 as % t o 
C e n t r a l t axes T r a n s f e r s 3 
22.93 
23.23 
18.81 
21.80 
18,10 
33.46 
39.48 
41.17 
29.11 
28.00 
Source : Var ious I s s u e s of R . B . I . B u l l e t i n and Report on 
Currency and F inance . 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
1029 
1337 
1367 
1482 
1545 
2613 
2897 
3502 
3825 
4348 
4486 
5755 
7266 
6796 
8535 
7807 
7337 
8506 
13139 
15533 
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i t occupied a considerable p lace . Besides, ths annual 
increase in share in Central teixes during the period 
has been 16.17 per cent while as i t was only 15.33 per 
cent in the to ta l statutory f i s c a l transfers . Further, 
Diagram-4 presents a c lear pictxire in t h i s connection. 
The trends of the State 's share in Central taxes 
and to ta l statutory f i s ca l transfers are shown by 
separate curves in the Diagrain-4. The general tendency 
of the statutory f i s c a l transfers curve fluctuated upto 
1981-82 from 1974-75 and then i t increased s teeply . 
As against, the tendency of the share in Central taxes 
curve has been progressive throughout the given p&riod. 
From 1974-75 to 1978-79, there has been a slow rise in the 
amounts of revenue received by the State Government 
from the Centre Government in the form of tax-sharing, 
but a sudden hike took place in i t as the State's share 
increased from Rs.l545 lakhs in 1978-79 to Rs.2613 
lakhs in 1979-80. This happened due to the criterion 
of 'backwardness* as adopted by the Seventh Finance 
Commission for the distr ibution of net proceeds from 
Union excise duties among the s t a t e s . Later on,the 
course of direction of the curve in the following years 
has been rather same as i t was before 1979-80. Although 
the amounts by revenue of t h i s source increased by 
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marginal quant i t i e s , but the trend has been favourable 
which i s obvious from i t s continual development. 
Impact of Uniform Formula 
The e f f e c t of Uniform Formula upon the distribution 
of net proceeds from income tax and union excise duties 
among the s ta te s i s clear from Table 2 .4 . So far as the 
physical features of our country are concerned, states 
are generally of two types - h i l l - s t a t e s and non-hil l 
s ta tes . Since the h i l l - s t a t e s are labelled as special 
category s ta te s for the purpose of federal f i s c a l 
transfer, the non-hi l l s t a t e s are further divided into 
two groups in order to know the influence of newly 
developed fornnila which i s common for bothj The 
distr ibut ion of net proceeds from income tax as well 
as from Union excise dut ies . One group Includes the 
states of Punjab, Haryana, Gujarat and Maharashtra 
enjoying high per capita income are re la t ive ly developed 
or advanced s t a t e s . The other group i s r e la t ive ly 
backward consis t ing of Bihar, Madhya Pradesh, orissa 
and U.P. having low per capita incomes. The point 
here worth to note i s that the successive Finance 
Commissions for example Sixth and Seventh had put 
larger resources at the disposal of populous states 
whether rich or poor while as the present Finance 
Qommission increased the percentage share of re lat ive ly 
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backward but populous s t a t e s in the d i v i s i b l e pool . 
What b e n e f i t received by the s p e c i a l category s t a t e s 
from new formula, t h e i r percentage share remained 
almost s t a t i c . This a l l i s g iven in the above mentioned 
t a b l e . As far as the S ta te of Janinu and Kashmir i s 
concerned, a l i t t l e increase took place in i t s 
percentage share from net proceeds of income tax and 
e x c i s e d u t i e s proceeds on the recommendation of Eight 
Finance Commission as compared to Seventh Finance 
Comnisslon. The S t a t e ' s share of income tax was 0.818 
per cent and 0.838 per c e n t as reconmended by the 
Seventh and Eight Finance Commissions r e s p e c t i v e l y . 
Under the award of Eighth Commission, the S t a t e ' s share 
of net proceeds of shareable e x c i s e d u t i e s has been 
f ixed a t 0.856 per cent which was 0.839 per cent during 
the recommendations of the Seventh Commission. The 
second i n t e r e s t i n g thing i s that the S t a t e s being in 
the same category show d i f f e r e n t impact of the formula 
developed by the present Finance Corronission for the 
hor izonta l d i s t r i b u t i o n of shared taxes and d u t i e s . In 
the r e l a t i v e l y advanced s t a t e s the percentage share of 
Gujarat and Maharashtra has dec l ined in income tax 
and e x c i s e d u t i e s from Seventh t o Eighth Finance 
Commission, but in case of e x c i s e d u t i e s the percentage 
share of Pvinjab showed some progress . In the n e t 
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proceeds of income tax, the percentage share of 
Maharashtra was 10.949 and of Gujarat 5.957 as recommended 
by the Seventh Commission which declined to 8.392 and 
4.409 r e spec t i ve ly as fixed by the Eighth Commission. 
The percentage share of Punjab in the ne t proceeds of 
excise du t i e s rose from 1.226 to 1.317 as awarded by 
the Seventh and Eighth Commissions r e s p e c t i v e l y . Rather 
same i s the case with other category s t a t e s i . e . 
r e l a t i v e l y backward s t a t e s . The percentage share of 
income tax as well as exc ise du t i e s has shown s l i g h t 
increase in the share of Orissa and Madhya Pradesh as 
compared t o the other s t a t e s of the same category l ike 
U. P. and Bihar, For ins t ance , xinder the award of the 
Seventh Commission the percentage share of income tax 
and excise du t i e s of U.P. was 15.422 and 18.290 which 
increased to 17.907 and 19.097 r e spec t ive ly as 
recommended by the Eight Conunission. While as the 
percentage share of Orissa in case of income tax was 
3.738 and in case of excise du t i e s 4.682 under the 
recommendations of Seventh Commi55sion which changed to 
4.2o2 and 4.592 r e spec t i v e ly as recommended by the 
Eighth Commission. Here i t i s worth to be noted 
tha t the percentage share of U.P. has increased in 
both types of proceeds but in case of exc ise du t i e s 
the percentage share of Orissa showed s l i g h t decrease 
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rather than increase. Had the Eighth Commission not 
multiplied the inverse of per capita income and the 
distance from highest per capita income by population, 
perhaps resultant transfers would have been more 
equitable and helped the poor and backward s tates 
rather than helping only the populous s t a t e s . To 
i l l u s t r a i t , i t may be seen from Table 2.6 that U.P, 
has per capita income of Rs.l309 as per the l a t e s t 
figures available from the State S t a t i s t i c a l Bureau. 
Orlssa has Rs.l296 per capita income. If we use Eighth 
Finance Commissions, c r i t e r i a , Orlssa gets 8.89 per cent 
of the share and U.P. gets 8.81 of the share. This Is 
jus t i f i ed as the two States have more or l e s s the same 
level of per capita income. However, when inverse of 
SDP i s multiplied by population, Orissa gets 4.93 per 
cent and U.p. gets 2o.55 per cent. Thus, two States 
having the same level of per capita Income get subs ta in-
t i a l l y varying percentage of share in the d iv i s ib l e 
pool. In fac t , there are cases where s tates with 
lower per capita income get lower share, i f these are 
less populated. This c l ear ly shows that, while the 
substantial amoxint of devolution recommended to be 
transferred by the Centre to s t a t e s strengthen the 
s ta te f inances, the methodology adopted by the 
Commission for determining the f i s c a l needs and 
cr i ter ia used for inter se distr ibution f a l l s to 
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fulfil the hopes of a number of states. The main 
reason behind this Inequitable distribution is the 
practice of giving greater weightage to population. 
G, Thimmaiah and Hemlata Rao tested the 
relationship between the percentage share of states in 
total population and the average share of states on the 
basis of three criteria adopted by the Eighth Finance 
Commission, the relationship was found very close as 
their coefficient of correlation tiimed out to be 
statistically very high positive (+.956). This is because 
of high positive correlation that exists between population 
and Inverse of per capita income multiplied by population 
(+,933) and between population and distance (+,901). 
Further, the later two criteria namely inverse of per 
capita income multiplied by population, and distance 
from highest per capita Income multiplied by population 
are also highly and positively correlated (+.933). on 
the basis of this study they have concluded that Eighth 
Finance Commissions criteria suffer from very short-
26 
comings as those of the earlier Commissions. 
Thus the new formula is progressive in different 
ways: population which distributes 'unit share per 
26. G. Thimmaiah and Hemlata Rao, Finance Commission 
and Centre-State Financial Relations, Ashish 
Publishing House, New Delhi, 1986, p.107. 
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capita' In all the states does not guarantee larger 
shares to the poor and backward states rather than 
helping only the populous states. In the words of 
Guhan "It (population) is a uniform scaling factor 
27 i.e. distributive rather than redistributive yardstick". 
Hence it follows from the above discussion that 
the Eighth Finance Coiranisslon with all its gimmicks and 
formulae ultimately arrive at the same criteria as were 
followed by the earlier commissions. It may also be 
emphasized here that the two criteria besides population 
of uniform formula those are inverse of per capita 
income and distance from highest per capita income 
become meaningless and in fact they become in-effect a 
representative index of population when they are 
multiplied by state population. 
The important conclusions which follows from the 
discussion of this chapter is particularly regarding 
the sharing of net proceeds of income tax and Union 
excise duties between the Centre and the states and their 
inter se distribution. As far as the vertical sharing 
27. S. Guhan, Devolution Criteria: From Gamble to 
Policy^ Economic & Political Weekly, Vol. XIX, 
No.48, 1st Dec., 1984, p.208. 
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is concerned, it appears that through the recommendations 
of subsequent Finance Commissions it has reached to an 
ideal state and no constitutional change is required 
that. But a change in the criteria for horizontal 
sharing is necessary. Prom the view point of backward 
states, the principles of distribution are more 
Important than its quantum. In determining the state's 
share in the divisible pool of taxes and duties, almost 
all the Finance Commissions have assigned greater 
weightage to population. But criterion of population 
is only a broad measure of needs and has no equalizing 
impact. Selection of criteria is, therefore, an important 
exercise if the results are to subserve the aim of 
helping the backward states which are in greater need 
of resources. Though the Eighth Finance Commission felt 
that more weightage should be given to 'backwardness', 
and from this point of view it has used per capita 
income with sound weightage, but the commission has 
finally resorted to population criterion. Since SDP 
is a better indicator of economic backwardness, but it 
would be obviously misleading to give it uniform 
weightage in various states when there are vast 
differences in the cost of living. Therefore the 
28. Naseem A. Zaidi, An Appraisal of the Statutory 
Fiscal Transfers in India (With Special Reference 
to Eighth Finance Commission), Yojna, July 1-15, 
1986. 
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criteria should also take note of the peculiar 
problems faced by the people in the hill areas in 
view of abnormally high cost of living in states like * 
Jammu and Kashmir. 
* * * 
CHAPTER IV 
GRANTS-IN-AID 
In India, the prevailing provision of taxation 
provides for concentration of more productive and 
elastic sources of revenue in the hands of Union 
Government, to meet the overall requirements of the 
development programmes, and the resources of the states 
are somewhat in-elastic in nature, it evidently leaves 
no option for the states but to rely on grants-in-aid 
made by the Union Government. 
Grants-in-aid, as one of the major instrument 
of transferring funds, may be statutory or discre-
tionary or developmental^ and non-developroental in 
nature. In case of statutory grants, the states have 
the right to claim the funds though some strings may 
be attached to it, but discretionary grants are mainly 
left to the discretion of the Union Government. 
STATUTORY GRANTS 
Since Constitution makers realized that a scheme 
of devolution of income tax and Union excise duties 
may not be adequate to cover the needs of a state, it 
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might still require further assistance from the Centre, 
therefore, grants are provided under articles 273, 278 
and 275 of the Constitution, Our of these, article 273 
which originally dealt with grants to four jute growing 
states in lieu of the share in the net proceeds of jute 
export duty, has been absolete with effect from 1960 
as provided in clause (2) of the article itself. Article 
278 which was basically concerned with, among other 
things, grants to Part 'B' states, was repeated by the 
Constitution (Seventh Amendment Act, 1959) , "nius 
Article 275 remains the main mechanism for the trans-
ference of financial resources under the head of revenue 
grants from the Centre to the states. 
The Article 275 lays down that the Parliament by 
law shall provide for grants-in-aid of revenues to such 
states, which, according to Parliament, are in need of 
assistance. The amount of grants-in-aid can be 
different for different states. Under this article 
both general as well as conditional grants are 
provided. Specific grants assume two different forms 
under this provision. First, the Finance Commission 
which recommends the general grant for those states 
which are in need of assistance may also recommend 
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spec i f i c grants for the promotion of certain socia l 
and economic services in some or in a l l s t a t e s . 
Second, these grants have been in the form of financial 
assistance t o the s tates for the welfare of scheduled 
tr ibes and development of scheduled areas and also for 
the baclcward areas and c l a s s e s . 
Purpose and Scope of Grants-in-aid 
The purpose of Article 275 (1) i s to give grants-
in-a id of revenues to such s ta tes that are adjudged t o 
be in need of ass i s tance . In the Constitution, the 
term grants- in-aid has not been defined. The concept 
of need i s a l so not c l ear . Therefore grants when 
used in a r e s t r i c t i v e sense, may mean such grants as 
are intended for the augmentation of the revenues of 
the recipient s ta tes without any condition. They 
would therefore, be unconditional grants. But the First 
Finance C<xnmission was in favour of enlarging i t s 
scope. I t observed that problem should be viewed 
"in the large perspective of securing on equitable 
al locat ion of resources among the units". Due to 
unequal endowment of resources, the standards of 
soc ia l services may not be equal in a l l the s ta te s , 
hence, "grants directed to broad but well-defined 
purposes could reasonably be considered as f a l l i n g 
1. Government of India, Ministry of Finance, Report of 
the Finance C<»nroission, 1952, p .91 . 
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2 
within their scope". The purpose of general grants 
would reinforce the general resources of the states whereas 
the grants for broad purposes might be given to 
stimulate the expansion of particular categories of 
services rather than specific services under these 
categories. 
Under the scheme of fiscal devolution,a residuary 
role is provided to grants-in-aid by the successive 
Finance Commissions. Those states whose financial 
resources are still inadequate after the scheme of 
devolution of divisible taxes, are provided with 
grants-in-aid. Uptil now eight Finance Commissions 
have transferred resources to the states under the 
Article 275. Thou^ almost all the Commissions have 
recommended greuits under this article, but the 
interpretation of diffexrent C(xnmissi<xis vary. 
On the question of conditional versus unconditional, 
the First Finance Commission had taken a very clear cut 
stand and categorically declared that "both the methods 
of conditional and unconditional grants should have 
their part to play in the scheme of assistance by the 
2. Government of India, Ministry of Finance, Report of 
the Finance Commission, 1952, p.91, 
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Centre." It reconrniended special grants for the 
development of primary education apart from general 
grants. The Third Commission felt, "in the special 
circumstances, an earmarked grant should be made for 
improvement of communication in the interest of national 
4 
economy and national integration". As a result the 
Commission recommended special grants for the 
development of communications. 
But different opinions were expressed by the 
Second and Fourth Finance Commissions about special 
grants. The Second Ccmimission agreed that inequalities 
in the standard of basic social services in the states 
should be removed but in a planned economy, it was the 
function of Planning Commission and National Development 
Council to ensure such.equalisation in national 
consideration; hence in the Second Finance Commission's 
opinion there was no room for special purpose grants 
5 
under Article 275. More or less similar views have 
been expressed by the Fifth Finance Commission. 
3. Ibid., p.95. 
4, Report of the Finance Commission, 1961, p.95, 
5, Report of the Finance Commission, 1959, p,25, 
6. Report of the Finance Commission, 1969, pp,11-12, 
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But the Fourth Finance Commission felt special grants 
to be of little practical utility. Sixth, Seventh and 
Eighth Finance Commissions were not in favour of 
special grants. 
with respect to the scope of grants-in-aid, the 
First Finance Commission kept the grants for capital 
outlay outside the scope of Article 275(1). Since the 
Finance Commissions have interpreted this article to 
cover only revenue grants, but it is the considered 
view of the Fifth Finance Commission that, "as the 
language of Article 275 stands, there is nothing to 
exclude from its purview grants for meeting revenue 
expenditure on plan schemes, nor is there any explicit 
ban against grants for capital pxirposes". The Fourth 
Finance Commission had also worked hard to deal with 
this problem of scope and had reached to the end, that 
"it is not unconstitutional for the Finance Commission 
to go into the whole question of the revenue expendi-
ture of the state - even capital expenditure need not 
necessarily be outside the scope of the Finance 
Commission**. However, after the appointment of the 
7. I b i d . , p . 1 2 . 
8. Report of the Finance Commission, 1965, p .16 . 
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Sixth Finance Commission, th is controversy was laid to 
res t . To assess the non-plan capital gap of the states 
was one of i t s terms of references and so of the 
Seventh Conmission too. Thus this term of reference 
of the Sixth and Seventh Finance Commission has proved 
the stand of Fourth Commission right that capi ta l grants 
f a l l within the scope of Art ic le 275. 
The Principles governing grants-in-aid 
Grants-in-aid has been another form of statutory 
transfers from the Centre to the s ta t e s . I t has played 
a residuary role in the scheme of distr ibution of 
resoiirces through the Finance Commission. While 
providing grants- in-aid, the f i r s t task of the Conmission 
i s to determine the s tates that are In need of assistance. 
For th i s taek, a l l the Finance Commissions have adopted 
one common approach. F irs t , they examine the previous 
budgetary posi t ion of a l l the s ta tes on revenue account, 
and they obtain the forecast of receipts and expenditure 
of the s ta tes on revenue account for the period to be 
covered by their recommendations. Second, they reduce 
these budgetary forecast into comparable estimates by 
eliminating abnormal or unusvial and non-recurring items 
of receipts and expenditures. After doing so , deter-
mining the f inancial needs of the s t a t e s , they f i r s t 
distr ibute the revenue from d iv i s ib l e taxes and duties. 
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The states« whose budgetary gaps remain uncovered even 
after the distribution of d i v i s i b l e pool are adjudged 
as in need of assistance. The grants- in-aid, thus, 
are given to these s tates on the basis of some 
principles evolved by the Finance Comnlssion. 
The F irs t Finance Commission while providing 
grants-in-aid of revenues to the s t a t e s , based i t s 
recommendations primarily on the 'budgetary needs* of 
s tates though the Commission had mentioned lother factors 
such as tax-ef fort , economy in expend ittire, standard of 
soc ia l s erv ices , special obligations and f inancial 
needs of the s ta tes . Although the successive Finance 
Commissions did recognize the re lat ive tax-ef fort , 
economy in expenditure, e t c . , as unexceptionable basis 
to distr ibute grants-in-aid, but more emphasis was laid 
on budgetary equillbritim. In view of the change of the 
circtimstances the Seventh Finance Commission f e l t a 
need of reformulate the principles which govern the 
distribution of grants-in-aid. Accordingly three 
9 principles were formulated by the Commission , which 
are as fol lows; 
9. Report of the Finance Commission, 1978, p.59. 
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1. Grants-in-aid may, in the f i r s t place, be 
given to the s ta tes to enable them to cover f i s c a l 
gaps, i f any are l e f t af ter devolution of taxes and 
dut ies , so as to enable them to maintain the levels of 
ex is t ing services in the manner considered desirable 
by us and b u i l t in the revenue forecasts . In this 
connection consideration should be given to the tax-
effort made by the individual s tates in re lat ion to 
targets for the plan, to economy in expenditure consistent 
with e f f i c i ency and to prudent management of public 
sector enterprises . 
2. Grants-in-aid may be made as a correctives 
intended to narrow, as far as poss ible , d i spar i t i e s in 
the a v a i l a b i l i t y of various administrative and social 
services between the developed and less-developed 
s ta te s , the object being that every c i t i z e n , irrespective 
of the s tate boundries within which he l i v e s , i s provided 
with certain basic national minimum standards of such 
services . While the long term objective may be to 
provide to each c i t i z e n these services at the levels 
obtaining in the most advanced s t a t e s , due regard 
should be had to the f e a s i b i l i t y of upgrading these 
standards at the shorter term. 
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3 . Grants - in-a id may a l s o be given to indiv idual 
s t a t e s t o enable them to meet s p e c i a l burdens on t h e i r 
f inance because of t h e i r p e c u l i a r circumstances or 
matter of n a t i o n a l concern. 
Unlike the Sixth Finance Conroission, which provided 
grants f o r upgradation of standards of e s s e n t i a l and 
s o c i a l s e r v i c e s , tiie Seventh Finance Commission was 
concerned wi th the upgradation of standards of non-
developmental s e r v i c e s only , A s t r i k i n g feature of 
these grants i s that Commission has recommended both 
revenue expenditure as w e l l as c a p i t a l expenditure. 
Such type of grantJSwere provided t o the s t a t e s under 
second p r i n c i p l e , but no grants were recorrenended to 
any s t a t e under the third p r i n c i p l e . 
The Eight Finance Commission broadly agreed with 
the three p r i n c i p l e s of g r a n t s - i n - a i d formulated by 
the previous Commission. In the l i g h t of these 
p r i n c i p l e s , the Commission has recommended grants for 
various purposes , l ike f i l l i n g the revenue gap, payment 
of increased allowance by the s t a t e s , grant for 
10. Report of the Finance Gororoission, 1984, p.89. 
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upgradatlon of services and for special purposes etc. 
It is evident from the recommendations of the 
successive Finance Commissions that 'budgetary deficits' 
of the states have become the main basis of grants-in-
aid. Though the principles such as tax-effoirt and 
economy in expenditure have been approved by these 
Commissions, but# in fact, none put them into practice 
satisfactorily. It may be pointed out here that the 
Sixth Finance COTmiission, rather than improving upon 
the effort index initiated by the Fifth Finance 
Commission, ignored it on the basis that a formula 
based on relative tax-effort would place at a 
disadvantage some of the states faced with big gaps 
11 
on non-plan revenue* accounts. Also the Seventh 
Finance Commission observed that "we have taken into 
account the tax-effort of the states and the returns 
which prxident management of public enterprizes should 
12 fetch to the state governments". It is worth to 
mention that a lot of inequity arises if uniformity 
is insisted upon all the states regarding their 
performance. The Seventh Finance Ccxnmission seems 
to have done exactly this when it insisted that 
11, Report of the Finance Commission, 1973, op,cit,, 
p.52. 
12. Report of the Finance Commission, 1978, op,cit,, 
p,77. 
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receipts from multipurpose, major aid medium schemes 
"should not cover only working expenses but also 
provide for a return by way of interest at one per 
cent on the total capital invested by the states 
at the end of 1978-79.,... ""^ ^ 
Since almost all the Finance c;k>mmissions have 
adopted the gap filling approach, thus 'budgetory 
gap' has become the bedrock of statutory grants. As 
a result of this approach, the relatively backward 
states especially hill-states could qualify for a bigger 
share of grants-in-aid under the recommendations of 
successive Finance Commissions. These hill-states are 
also labelled as special category states due to their 
peculiar problems but are treated in the same way as 
non-special category states in the distribution of 
divisible pool of taxes and duties. The Jammu and 
Kashmir State is one among these relatively backward 
hill-states, for which reasons are quite evident. 
The State suffers from a lot of natural and acquired 
disabilities. Bie main factors among these are hilly 
terrian, the extreme weather conditions, the climatic 
factor and lack of adequate ccxraminication network etc. 
These factors, on the one hand are highly responsible 
for the rise in State's expenditure, on the other 
13. Ibid., p.23, 
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heavily affects the growth In State's Own revenue. 
There are also limits In enlarging the revenue base 
in the State. The principal reason is that, the state 
for meeting even its essential requirements depends 
on the neighbouring states. In spite of this, the 
State has shown good performance in mobilizing its 
internal resources. But, since'the areas of taxation 
available to the State are relatively inelastic, 
there is also a limitation to the extent they can be 
extended and make their use. It is this background 
which results in the high imbalances in the State's 
revenue expenditure ratio. The State which is yet 
at its infancy stage of economic development, its 
expenditures are bound to increase at a faster rate. 
With the result, a big gap exists between revenue 
and expenditure of the State. Having a look on non-
plan revenue position of the State during 1984-89, 
the State tops among the revenue deficit states as 
reassessed by the Eighth Finance Commission, After 
taking into account the devolution of taxes as 
recommended by the Commission, a heavy deficit was 
still observed from the State's non-plan revenue 
during the said period. It will be also seen frcxn 
the Table 3.1. 
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TABLE 3.1 
Revenue S i irp l \ i i /Dgf ie i t b e f o r e and a f t e r devo lut ion; 1984-89 
iRs. crores) 
States Non-plan 
revenue 
position 
without 
devolution 
of taxes 
Non-Hill States 
Andhra Pradesh 
(-) 
Bihar 
Gujarat 
Haryana 
Kamataka 
Kerala 
Madhya 
Pradesh 
Maharashtra 
Orissa 
Punjab 
Rajasthan 
Tamil Nadu 
Uttar 
Pradesh 
West Bengal 
(-) 
(+) 
(+) 
(+) 
(-) 
(-) 
(+) 
(-) 
(+) 
(-) 
(+) 
(-) 
(-) 
845.98 
3152.50 
1034.13 
965.95 
351.71 
635.43 
801.77 
3790.48 
1663.80 
1147.55 
1240.63 
774.12 
2113.59 
3034.33 
Revenue Surplus 
after devolution 
of taxes 
(+) 
(+) 
(+) 
(+) 
{+) 
(+) 
(+) 
(+) 
(+) 
(+) 
(+) 
(+) 
1908.80 
853.32 
2451.31 
1393.92 
2064.68 
623.51 
1986.34 
6407.78 
-
1758.70 
307.25** 
3217.19 
3802.01 
-
Revenue 
deficit 
after devo-
lution of 
taxes 
-
-
-
-
-
-
-
-
(-) 102.20 
-
(-) 9.70' 
-
-
(-) 213.71 
Gap<3rants 
111.70 
" 10.19 
233.91 
c o n t d . . 
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TABLE 3.1 Contd.. 
H i l l S ta te s 
Assam 
Hlmachal 
Pradesh 
Jaounu and 
Kashmir 
Haaipur 
Meghalaya 
Nagaland 
Sikkim 
Tripura 
(") 
( - ) 
( - ) 
( - ) 
( - ) 
( - ) 
( • ) 
1444.46 
713.77 
995.39 
422.73 
341.30 
484.04 
92.65 
502.46 
-) 192.79 215.48 
-} 183.08 206.24 
.) 257.18 
.) 123.55 
-} 98.42 
•) 158.57 
• ) 102.20 
.) 29.13 
288.73 
139.20 
110.85 
178.72 
32.81 
163.10 
* For 1984-85 ** For 1985-89 
Source: Report of the Finance Commission (1984), pp.90-91. 
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The Table 3.1 shows that the s tates having non-
plan revenue de f i c i t s after considering the share from 
net proceeds of shareable taxes, are mostly special 
category s t a t e s . Since the percentage share in Central 
taxes of specia l category s ta tes does not r e f l e c t any 
progress with the recommendations of various Finance 
Commissions, grants-in-aid proved to be highly indispen-
sable for them. S t i l l these resoxirces c o l l e c t i v e l y 
play a v i t a l role in these s t a t e s . In the State of 
Janmu and Kashmir where there are many resource constraints, 
highly depends upon these transfers . While the devolution 
of taxes and duties i s formula based, grants- in-aid as a 
residuary form of transferring fxmds, occupy an important 
place in the special category s ta tes l ike Jamrou and 
Kashmir. This i s given in the Table 3 .2 . 
In the Table 3 .2 , the composition of non-plan 
revenue (on revenue account) of Jaromu and Kashmir State 
i s shown. The to ta l non-plan revenue comprizes of State's 
own reventie (tax and non-tax) and the statutory f i s ca l 
transfers from the Centre, In the form of tax-sharing 
and grants- in-aid. Prom 1974-75 to 1983-84, the States 
own revenue hovered round So per cent, the share from 
Central taxes and grants-in-aid const i tutes the res t 
percentage. But the dominant posit ion in these central 
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TABLE 3.2 
Progress of State's Own Revenue (Revenue Account) And Statutory 
Fiscal Transfers 
(Janmni & Kashmir ) 
(Rs« in lakhs) 
Year State's 
own revenue 
Share in 
Central 
Grants 
from 
Centre 
(Klon^ plan) 
Total 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
Source: 
4760 
6180 
5690 
7324 
8975 
8328 
11554 
13703 
12439 
13247 
52 
52 
44 
52 
51 
52 
61 
62 
49 
46 
1029 
1337 
1367 
1482 
1545 
2613 
2897 
3502 
3825 
4348 
Various Issues of R.B.I. 
Currency and Finance. 
11 
11 
10 
10 
9 
16 
15 
16 
15 
15 
Bulletin 
3457 
4418 
5899 
5314 
7020 
5194 
4440 
5004 
9314 
11185 
37 
37 
46 
38 
40 
32 
24 
22 
36 
39 
and Report 
9246 
11935 
12956 
14120 
17540 
16135 
18891 
22209 
25578 
28780 
on 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
I l l 
f i s c a l transfers i s occupied by the grants-in-aid. In 
the to ta l non-plan revenue of the State« grants-in-aid 
contributes nearly 40 per cent as compared to the share 
from Central taxes which ranged from 10 to 15 per cent. 
Thus the data given In the above mentioned table shows 
the dependence of the State on the Centre on the one 
hand, on the other, the main source through which the 
State received large amounts of transfers from the 
Centre. The Important place as occupied by grants-in-
aid In the statutory f i s c a l transfers w i l l be also seen 
from Dlagram-5. 
In th i s Dlagram-5, the statutory f i s c a l transfers 
and grants-in-aid are represented by two di f ferent 
cxjrves. The movement of these curves Is almost in the 
same d irect ion . What Is worth to note here Is that 
whenever the share of grants-in-aid r i se s as shown' by 
I t s ctixrve, the slope of the statutory f i s c a l transxers 
curve i s found upward, and vice versa. This c lear ly 
shows the dominance of grants-in-aid in statutory f i s ca l 
transfers transferred from the Centre to the s ta te . 
Apart from looking at the committed requirements 
of the s t a t e s , the Finance Commission a l so made 
recommendations f o r the upgradatlon of the standards 
of various administrative and soc ia l serv ices . Such a 
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consideration was first mentioned in the terms of 
reference of the Sixth Finance Commission. In this way 
the Commission made a significant departure by giving 
special recognition of the need to push up the levels 
of important administrative and social services to 
enable '*the states that are backward to come up 
14 to a certain national minimum" . For this purpose 
the Commission adopted the yardstick of the per capita 
expenditure on administrative and social services in 
different states. Ihose states which fell below the 
all states average in per capita expenditure in selected 
sectors were given supplemental provisions in the 
reassessment forecast by way upgradation provisions. 
But the Sixth Finance Commission c<»fined itself to 
the expenditure on revenue accotint. 
The Eighth Finance Commission agreed with the 
approach of Seventh Finance Commission that the standards 
of services in the selected sectors should be judged 
according to the 'physical norms'. Since reducing the 
disparities in the availability of various administrative 
and social services in the different states is an 
objective of the Eighth Finance Conniission, different 
14, Report of the Finance Commission. 1973, op.cit.. 
p. 68. 
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reventae c a p a c i t y i s required by d i f f e r e n t s t a t e s in 
order to br idge t h i s gap. The State of jammu and 
Kashmir when jiadged from the a l l India l e v e l , lags 
behind in a l l s ec tors of s o c i a l development. According 
t o Diges t of S t a t i s t i c s ,'"the S t a t e ' s l i t e r a c y 
percentage in 1981-82 was 2? aga ins t 36 a t nat iona l 
l e v e l , 70 in Kerala, 47 in Tamil Nadu, 41 in 
Maharashtra and 42 in the neighbouring Himachal Pradesh. 
Medical f a c i l i t i e s in the S ta te not only f a l l below 
the na t iona l average but are a l s o lower in l e v e l while 
comparing i t wi th other s t a t e s . According t o Oase For 
16 * 
Increased F inanc ia l Ass i s tance , the S ta te has only 
66.7 h o s p i t a l beds per lakh of population in 1977 
aga ins t 71 .0 a t nat iona l l e v e l , 71.04 in Rajasthan, 
83 .08 in Punjab and 71.04 in Himachal Pradesh. Even 
in securing the bare-minimum standards of adminis trat ion, 
the State s tands a t the bottom of the ladder in the 
17 
country. In the l i g h t of these r e a l i t i e s , the State 
deserves more upgradation grants for the purposes of 
up)grading these s e r v i c e s . Table 3 ,3 i n d i c a t e s the 
per cap i ta expenditure on s e l e c t e d s o c i a l and adminis-
15. Government of Jammu and Kashmir, Direc torate of 
Economics And s t a t i s t i c s Planning And Development 
Department, Digest of S t a t i s t i c s . 1983-84, pp.324-
25 , 328-29 . 
16. Government of Jammu and Kashmir, Director General 
Information And Public R e l a t i o n s , Case For Increased 
F inanc ia l Ass i s tance . 1983, p . 4 , 
17 . I b i d . , p . 1 2 . 
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trat lve services In se lected s tates and the amoimt 
which they received as an upgradation grant on the 
recoramendations of the Eighth Finance Commission. 
In the Table 3.3 s ta te s are divided into two 
groups. F i r s t group cons i s t of non-hil l s ta tes and 
the second h i l l - s t a t e s . The s tates are divided because 
the unit cos t of these services differ between the plan 
and h i l l - s t a t e s . The cos t per unit of development i s 
higher in case of h i l l - s t a t e s . Therefore, per capita 
comparisons between these specia l category s tates and 
18 other s ta te s w i l l thtis not be val id . Because of the 
dif ferent revenue capabil i ty of different s t a t e s , a 
wide gap e x i s t s there in the standards of soc ia l and 
administrative services provided by liie d i f ferent s tates . 
What needs to be emphasized here i s that the s tates 
which are spending more on these services received more 
grants in both of these groups under the award of the 
Eighth Finance Coimilssion. So far as non-hi l l s tates 
are concerned, the larger amount of these grants goes 
to the s t a t e s of West Bengal and M.P. which spends 
more on these services as compared to the s tates of 
Bihar and U.P. which incur l e s s amount of expenditure 
on them. Same i s the case of h i l l - s t a t e s . Though 
almost a l l the h i l l - s t a t e s faced non-plan revenue 
18. J.L. Bajaj , K.S. Sinha, O.P. Agarwal, Finance 
Commission And Backward States , print House, 
Lucknow, 1985, p.30. 
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deficits (after devolution), yet the heavily deficit 
facing State of Jarnmu and Kashmir in which these 
social services falls below the national average and 
where the administrative services need more and more 
attention^ does not receive the same per capita upgrada-
tion grant as goes to the other states of the same 
category on the recomnendation of the present Finance 
Commission. States like Meghalaya, Manipur and Nagaland 
which spend more on these services received larger per 
capita upgradation grant as compared to the State of 
Jamnni and Kashmir which spends less on these services. 
Though wide disparities are there in the per capita 
expenditure in different states, yet the Eight Finance 
Commission which adopted 'physical norms' for upgrada-
tion of these services has not tried to reduce 
disparities in expenditure by recommending larger 
grant to the states which are able to incur less amount 
of expenditure on these services. 
In addition to the upgradation programmes, the 
Eighth Finance Commission considered the special problems 
and made reconmendations for appropriate grants. 
While recommending grants for meeting special problems 
of their own or of national concern, the Commission 
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did not take i n t o cons idera t ion the a v a i l a b i l i t y of 
revenue sxirpluses before or a f t e r devo lut ion . 
With the r e s u l t , t h i s type of grant b e n e f i t t e d the 
s t a t e s l i k e Punjab which has non-plan surplus feven 
before d e v o l u t i o n , Madhya Pradesh and Rajasthan 
showing non-plan revenue surplus a f t e r taking in to 
account the devolut ion of taxes and d u t i e s . Big amoxints 
of grants f o r s p e c i a l problems were rece ived by these 
s t a t e s on the recommendation of Finance Commission 
during the period 1984-89 . The Commission recommended 
Rs.2o crores in the favour of Punjab, Rs.lO crores each 
f o r Madhya Pradesh and Rajasthan. As compared t o these 
s t a t e s , Jaminu and Kashmir S t a t e which needs no ever 
emphasis so far i t s s t r a t e g i c importance i s concerned, 
e n t i t l e d t o r e c e i v e Rs .2 .4 8 crores grant for meeting 
the s p e c i a l problem during the period covered by the 
Eighth Finance Commission, s i n c e the Union Government 
i s f u l l y aware of the S t a t e ' s s e n s i t i v e l o c a t i o n , as i t 
borders wi th Pakistan, China, U.S.S.R. and Afghanistan, 
s t i l l they recommend l e s s amount of grant in i t s 
favour. 
The presen t Finance Commission a l s o recoiraoended 
g r a n t s - i n - a i d in order t o meet one ha l f of margin 
money requirements of the s t a t e s to f inance r e l i e f 
expenditiare. The concept of 'margin money' was introduced 
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by -tiie Second Finance Commission and was retained by 
the successive Finance Commissions. The earlier 
Conmissions determined the probable expenditure on 
relief works on the basis of past expenditure incured 
by the state Governments on that item and detezrmined 
the probable expenditure on relief work which might 
become necessary in the next five years. They determined 
the budgetary gaps of the states by adding this amount 
to the reassessed growth of the expenditure of the 
states. The Eighth Finance Commission have do\:ibled 
the margin money which was recommended by the Seventh 
Finance Commission. Besides, the Commission has made one 
departure from its previous Commissions in the manner 
of ftmding the margin money. This was done with the 
object that margin money should be immediately 
available for the use in the event of more than moderate 
severity. These recomnendations will go in a long way 
in removing unnecessary misunderstanding between the 
Centre and the state governments in managing relief 
works. 
The Eighth Finance Commission also recommended 
additional grants for meeting the non-plan current 
expendlttire on accotint of interest burden on public 
debt. While reassessing the revenue forecast of states, 
the Commission has not taken into account the interest 
12o 
liability arising out of fresh borrowings by states 
during the forecast period. As this liability is likely 
to impose a substantial burden, the Commission recomnten-
ded the payment of grants, corresponding to the 
19 liability, to the ten deficit states during each of 
the forecast period. For the remaining states, the net 
Interest liability is to be off-set by against the 
estimated surplus and the net deficit, if any, given 
to them as grants-in-aid. The additional liability has 
been left to be calculated by the Government of India. 
These grants would be in addition to the grants 
reconmended by the Coimnlssion to cover revenue deficits 
of the States. 
Grants for meeting the non-plan current expenditure 
on account of contnitted expenditure during the Seventh 
Plan period was also suggested by the Commission, The 
Commission observed that the additional-liability 
would, by and large, be more than off-set by the 
additional revenue which the states were expected to 
raise for the plan. The Commission, however, recommended 
that in case of deficit states, if the additional 
committed liability exceeds the amount of additional 
19. These were Assam, Hlmachal Pradesh, Jammu and 
Kashmir, Manlpur, Meghalaya, Nagaland, orissa, 
Slkkim, Trlpura and West Bengal. 
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revenue, such excess may be computed by the Ministry 
of Finance and the Planning Commission and be covered 
by add i t i ona l g r a n t s - i n - a i d t o the concerned s t a t e s . 
Non-Plan Capi ta l Gap 
The d i f f e r e n c e between the c a p i t a l r e c e i p t s and 
c a p i t a l disbursements , s e t out by the Finance Commission, 
c o n s t i t u t e s the non-plan c a p i t a l gap. The Eighth Finance 
Commission was asked t o "make an assessment of the 
non-plan c a p i t a l gap of the S t a t e s on a xiniform and 
comparable b a s i s f o r the f i v e years ending wi th 1988-89, 
and '*ln the l i g h t of such an assessment, the Commission 
may undertake a general review of the S t a t e s ' debt 
p o s i t i o n with p a r t i c u l a r re ference t o the Central Loans 
advanced t o them and l i k e l y t o be outstanding a t the 
end of 1983-84 and sugges t appropriate measures to 
dea l with the non-plan c a p i t a l gap, having regard in ter 
a l i a to the o v e r a l l non-plan c a p i t a l gap of the s t a t e s , 
t h e i r r e l a t i v e p o s i t i o n , and the piirpose f o r which the 
Loans have been u t i l i z e d and the requirements of the 
Centre". 
This term of re ference was referred t o the Sixth 
and Seventh Finance Commission a l s o . However, the Sixth 
Finance Commission was a l s o asked t o sugges t changes in 
the terms of repayment of the Central Loans, whereas the 
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Seventh Finance Contnission was required to suggest 
appropriate measures to d e a l with the non-plan c a p i t a l 
gap of the s t a t e s . 
The problem of Central Loans to the s t a t e 
governments has become an important i s sue in the debate 
on Centre-State r e l a t i o n s . While the increas ing 
indebtedness of the s t a t e s has a t t rac ted considerable 
a t t e n t i o n , the S ix th Finance Commission f e l t tha t , "there 
i s nothing i n t r i n s i c a l l y alarming about t h i s growth of 
publ ic debt . The continuous increase in the indebtedness 
r e f l e c t s the a s s i s t a n c e provided by the Centre to the 
s t a t e s year a f t e r year" fbr f inancing not only the i r 
plan out lays but a l s o for meeting t h e i r non-plan 
requirements. This Commission was asked for the f i r s t 
time to e s t i m a t e the non-plan c a p i t a l gap in the s t a t e 
budgets during the period of F i f t h Five Year Plan. 
While analys ing the recommendations of recent 
Finance Commissions in t h i s regard, the scheme of debt 
r e l i e f recommended by the Eight Finance Commission Is 
a improvement over the scheme of r e l i e f recommended by 
the Seventh Finance Corwnisslon. Under the award of 
Seventh Finance Comnission, the r e l a t i v e l y advanced 
20 . Government of India, Ministry of Finance, Report 
of the Finance Commission. 1973, o p . c i t . , p .84 . 
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s t a t e s r e c e i v e d maxlmTjin debt r e l i e f as compared to 
the r e l a t i v e l y backward s t a t e s whose percentage shares 
got increased by the recommendation of the Eighth 
Finance Conniss ion. According t o the Report of the 
21 Seventh Finance Connission , the s t a t e s of Maharashtra, 
West Bengal and Gujarat g o t the debt r e l i e f as percentage 
of t h e i r non-plan c a p i t a l gap of an e x t e n t 98 .55 , 84.44 
and 7 4 . 1 6 , same for U.P . , Bihar, Rajasthan and Orissa 
was 6 1 . 9 4 , 5 5 . 8 7 , 49 .28 and 54.98 r e s p e c t i v e l y . With 
the recommendation of the Eighth Finance Coiranission the 
s i t u a t i o n has changed and the debt r e l i e f t o the s t a t e s 
of Bihar, Rajasthan and Orissa has increased to 75,0 
per cent each t o t h e i r r e s p e c t i v e non-plan c a p i t a l gap 
and i t d e c l i n e d to 33 .8 per cent and 21.8 per cent for 
22 Maharashtra and Gujarat r e s p e c t i v e l y . 
The Eighth Finance Commission made the b e t t e r 
use of the scheme of debt r e l i e f so far as the r e l a t i v e l y 
backward s t a t e s l ike Bihar, Orissa e t c . are concerned, 
but , the Jammu and Kashmir, a backward poor State and 
a l s o one among s p e c i a l ca tegory s t a t e s , did not rece ive 
21 . Government of India , Minis try of Finance, Report 
of the Finance Commission, 1978, p . 8 8 , 
22. Government of India , Minis try of Finance, Report 
of the Finance Commission. 1984, Annexxire XlV-6. 
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required amount of r e l i e f . The non-plan c a p i t a l gap 
of the S ta te be ing l a r g e s t , as assessed by the Seventh 
Finance Commission, among the s p e c i a l ca tegory s t a t e s 
and even greater than some r e l a t i v e l y advanced s t a t e s 
l i k e Gujarat and Maharashtra, but the percentage share 
of debt r e l i e f t o non-plan c a p i t a l gap of the State was 
lowest of a l l these s t a t e s . The debt r e l i e f as 
percentage of the non-plan c a p i t a l gap recommended by 
23 the Seventh Finance Commission was only 73.66 in 
favour of Janmu and Kashmir as compared t o 128 .82 , 116.26, 
98 .55 , 8 6 . 5 2 , 84.44 and 76 .16 for the s t a t e s Trip\ira, 
Nagaland, Maharashtra, Himachal Pradesh, West Bengal 
and Gujarat r e s p e c t i v e l y . 
The S t a t e ' s percentage share of debt r e l i e f has 
not shown any greater change by the recommendation of the 
Eighth Finance Commission, who used the S t a t e Domestic 
product as a good index of the capac i ty of a s t a t e to 
meet i t s repayment. At the end of 1983-84, the Central 
Loan outs tanding t o S ta te Domestic product has been 
140.6 per c e n t of the Jammu and Kashmir S t a t e , while as 
56 .6 per c e n t , 56 .3 per c e n t , 4 9 . 7 per c e n t , 39.2 per 
23 . Government of India , Minis try of Finance, Report 
of the Finance Commission. 1978, p .88 . 
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c e n t , and 18 .0 per cent of the s t a t e s Assam, Slkkim, 
24 Manipur, Nagaland, and Hlmachal Pradesh r e s p e c t i v e l y . 
But, the debt r e l i e f as percentage of non-plan 
c a p i t a l gap recommended by the Eighth Finance Commission 
for the S t a t e of Jammu and Kashmir has been almost same 
as for other s t a t e s of the same category i n s p i t e of 
having the l a r g e s t non-plan c a p i t a l gap a f t e r Assam 
among these s t a t e s . 
Here we can conclude that the State of Jammu and 
Kashmir needs the kind a t t e n t i o n of the Finance Commission 
in case of providing debt r e l i e f , o t h e r w i s e the repayment 
of Central Loans with i n t e r e s t w i l l s e r i o u s l y t e l l upon 
the f i n a n c i a l hea l th of the S t a t e Government. 
From the above analjs i s i t fo l lows t h a t in 
s t a t u t o r y f i s c a l t ransfers g r a n t s - i n - a i d i s of v i t a l 
importance and occupied an important place in the 
s p e c i a l category s t a t e s l i k e Jammu and Kashmir. I t i s 
because the s t a t e cons iderably lags behind other s t a t e s 
in resp>ect of resource base on account of d i f f e r e n t 
geographical cond i t i ons , severe c l imate , lack of 
transport and other i n f r a - s t r u c t u r e . While the standards 
of s o c i a l s e r v i c e s are below the nat iona l average in 
the S t a t e , standards of adminis trat ion a l s o demands 
24, Government of India, Ministry of Finance, Report 
of the Finance Commission, 1984, Annexure- XIV-5. 
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an utmost a t t e n t i o n . Here the most c r u c i a l problem 
i s of providing the in fras truc ture to serve the people 
which become very d i f f i c u l t and expensive as there i s 
25 
a wide d i s p e r s a l of populat ion . Due t o these problems 
the State genera l ly faces heavy d e f i c i t s in i t s budgets 
as compared t o other s t a t e s . What needs to be emphasized 
here i s t h a t in d i s t r i b u t i o n of g r a n t s - i n - a i d no s e t 
p o l i c y has been adopted by the subsequent Finance 
Comnissions. The s t a t e of West Bengal whose non-plan 
revenue d e f i c i t was lower than Jamntu and Kashmir as 
reassessed by the Eighth Finance Commission for the 
period 1984-89 and which has been a l s o a b e t t e r - o f f 
State and now which can be reasonably considered middle 
income S t a t e , managed t o g e t l a r g e s t amount of grants -
26 i n - a i d out of 22 s t a t e s of the country. This only 
shows the d i s c r e t i o n of the Finance Commission which 
plays a more important r o l e in approving the non-plan 
revenue expenditure . According t o Dr. Naseem A, z a i d i , 
"the d i s t r i b u t i o n of g r a n t s - i n - a i d i s guided mainly by 
the other f a c t o r s than reducing economic d i s p a r i t i e s 
27 
among the s t a t e s " . 
25. Case For Increased Finance A s s i s t a n c e , p . 4 . 
26. Government of India, Minis try of Finance, Report of 
the Finance Commission, 1984, Annexiire 111-27. 
27. Naseem A. Zaid i , An Appraisal of Statutory F i s c a l 
Transfers in India (With S p e c i a l Reference to Eighth 
Finance Commission), Yo1na, J u l y 1-15, 1986. 
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From the above ana lys i s i t follows tha t almost 
a l l Finance Commissions have adopted the budgetary gap 
as the main pr inc ip le for the d i s t r i b u t i o n of*s ta tu tory 
g ran t s . Under such a s i t u a t i o n s t a t e s with higher level 
of expenditure would get g ran ts i r r e spec t ive of t h e i r 
economic s t r eng th . I t i s thus poss ib le t h a t the amount 
of a s s i s t ance calculated for the two s t a t e s on the basis 
of budgetary need may be the same bu t a s t a t e with 
re la t ive ly lower levels of development should qual i fy 
for a h igher amount of a s s i s t a n c e . This can not be done 
i f too much emphasis i s l a id on budgetary equi l ibr ium 
only. Because various norms have been adopted by the 
successive Finance Commissions in the assessment of the 
gaps but the basic approach has been to cover what a 
s t a t e was committed to and not what a s t a t e ought to 
28 be committed t o . Therefore, the a s s i s t ance provided 
t o backward s t a t e s would not be of s i g n i f i c a n t he lp 
to them, unless a more than res iduary role for g r an t s -
in-aid i s recognized by the Finance Commission. Hence 
i t i s suggested tha t more and more amounts of grants 
should be given to those s t a t e s in which standards of 
28. P.K. Bhargava, Cent re-Sta te Resource^^Transfers in 
Ind ia , The Academic p r e s s , Gurgaon (Haryana), 1982 
p. 50. 
128 
social , economic and administrative services are below 
the national average. Besides, the area factor which 
is responsible for high cost of servicing should be 
taken into consideration while determining the share 
of the s t a t e . 
* * * 
CHAPTER - V 
STATE'S BUDGETS WITH AND WITHOUT TRANSFERS 
In the previous two chapters , the s t a t u t o r y f i s c a l 
t rans fer s as reconnnended by the various Finance Commissions 
and p r i n c i p l e s governing them have been analysed with 
s p e c i a l re ference t o Jainnu and Kashmir S t a t e . In order 
t o know t h e i r impact, i t becomes necessary t o examine 
the budgetary p o s i t i o n on revenue account of the S ta te . 
While budgetary p o s i t i o n shows the revenue exx>enditure 
programme of the Government, i t has been d iv ided in to 
two parts f o r the sake of i l l u s t r a t i o n . Part one r e l a t e s 
the s i t u a t i o n when f i s c a l t r a n s f e r s recommended by the 
Finance Commission are not included and the other reveals 
the p o s i t i o n a f t e r taking them i n t o account. Table 4 .1 
d e p i c t s t h i s condi t ion . 
In the Table 4 . 1 , Part-A represents the S t a t e ' s 
budgetary p o s i t i o n without t rans fers and Part-B with 
t r a n s f e r s . As i s ev ident from the table t h a t in the 
period under cons iderat ion i . e . , from 1974-75 to 1983-84, 
the S t a t e suf fered from continuous d e f i c i t s in t h e i r 
budgets in both the s i t u a t i o n s when these f i s c a l 
t r a n s f e r s are excluded as w e l l as when included. Before 
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TABLE: 4.1 
Budgetary Position of the Jananu And Kashmir State 
(Revenue Accoxint) 
( Jammu and Kashmir ) 
(Rs. in lakhs) 
* PART A 
Budgetary Position excluding Transfers 
from the Centre 
Period Revenue Expenditure Surplus 
(+) or 
Deficit 
(-) 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 
1979-80 
1980-81 
1981-82 
1982-83 
1983-84 
Source: 
4760 
6180 
5690 
7324 
8975 
8328 
11554 
13703 
12439 
13247 
11997 { 
14705 ( 
15925 ( 
14497 ( 
21454 1 
18984 1 
27326 
29623 
32602 
42237 
Various Issues of R.B 
Report on Currency anc 
-) 
-) 
-) 
.-) 
[-) 
^-) 
[-) 
[-) 
(-) 
(-) 
7237 
8525 
10235 
7173 
12479 
10656 
15772 
15920 
20163 
28990 
PART-B 
Non-Plan 
Trans-
fers 
4486 
5755 
7266 
6796 
8535 
7807 
7337 
8506 
13139 
15533 
,1, Bulletin and 
i Finance. 
Budgetary 
Position 
including 
Transfers 
(-) 
(-) 
(-) 
(-) 
(-) 
(-) 
(-) 
(-) 
(-) 
(-) 
2751 
2770 
2969 
377 
3944 
2849 
8435 
7414 
7024 
13457 
131 
the inclusion of these transfers , the State experienced 
the d e f i c i t of Rs.7237 lakhs during 1974-75, which 
incireased to Rs. 12479 Lakhs and reached to Rs.28990 
lakhs in the year 1978-79 and 1983-84 respect ively . 
In the following year, the d e f i c i t was marked of Rs.33289 
lakhs. Since the s ize of the d e f i c i t expanded before 
inclusion of f i s c a l transfers, but i t got reduced by the 
share in Central taxes and grants- in-aid. For example, 
in 1976-77 the d e f i c i t before these transfers was 
Rs.10235 lakhs, i t was reduced to Rs.2969 lakhs. In 
the same way, during years 1978-79 and 1982-83 the 
de f i c i t s came down from Rs.12479 lakhs and Rs.20163 
lakhs to Rs.3944 lakhs and Rs.7024 lakhs respect ively . 
Here i t can be noticed e a s i l y that magnitude of de f i c i t s 
has got reduced with the f i s c a l transfers transferred 
from the Centre to the State on the recorranendations of 
the Finance Commissions. So the s ignif icance of f i s c a l 
transfers can hardly be denied. But what needs to be 
emphasized here i s that the f luctuations in d e f i c i t s 
were there even after the inclusion of these transfers. 
I t i s obvious from the data given in the Table 4 . 1 , 
showing budgetary position of the State, that in the 
year 1974-75 there was a d e f i c i t of Rs.27Sl lakhs 
after including f i s c a l transfers which came down to 
Rs.337 lakhs in 1977-78, but jumped up to Rs.8435 lakhs 
in 1980-81 and touched the amo\int of Rs. 13457 lakhs 
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according to 1983-84 . This type of trend of de f i c i t s 
in budgets with and without f i s c a l transfers makes 
necessary to search out the reasons behind them. For 
this purpose analysis of reventie and expenditure sides 
of the budget i s indispensable. Before going into 
d e t a i l s , a brief sketch can be 'drawn from the revenue 
and expenditure columns as given in the above mentioned 
table. 
The growth of public expenditure charged to 
revenue account in the State since 1974-75 has been 
stupendous. The increase in revenue expenditure of the 
State in the period from 1974-75 to 1983-84 has been 
nearly four-fold, showing an annual increase rate of 
16,2 per cent . As against i t , the growth in State 's o*rn 
revenue was l e s s than three-fold during the same period. 
The increase has been at an annual rate of 12.5 per 
cent. I t means that increase in expenditure of the 
State has been faster than that of State• s own revenue. 
Now we w i l l f i r s t analyse the revenue on revenue account 
and then i t s expenditure s ide . 
Reventie Account 
Revenue receipts are broadly divided into two 
parts, namely tax-revenue and non-tax revenue. Tax-
revenue cons i s t s of both the taxes levied by the State 
i t s e l f as a l so revenue from taxes shared with the 
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Central government. Non-tax revenxie comprizes of two 
elements v i z . . S t a t e ' s own non-tax revenue and grants-
i n - a i d from the Centre. The composltlon*of revenue 
account and progress of sources I s shcNffn In the Table 
4 . 2 . 
The Table 4 .2 i n d i c a t e s the share of S t a t e ' s 6wn 
tax revenue and non-tax revenue, share of Central taxes 
and grants from the Centre and t h e i r percentages In 
the t o t a l revenue from 1974-75 t o 1983-84. So far as 
share of each source t o t o t a l revenue Is concerned, 
g r a n t s - i n - a i d occupied an Important place as I t offered 
mostly b i g amounts to the t o t a l revenue. The t o t a l 
amoxmt under t h i s head which was Rs.3457 lakhs In 
1974-75, s tood a t Rs.11185 lakhs In 1983-84. The percentage 
contr ibut ion of t h i s source has ranged mostly between 
35 and 40 during the sa id per iod . The next Important 
sotirce Is tax revenue, both S t a t e * s own and share In 
Central t a x e s . This source contr ibuted Rs.2366 lakhs 
in 1974-75, and Rs.11492 lakhs in 1983-84. Their 
percentage share has progressed from 25.6 t o 39 ,8 in 
the year 1974-75 and 1983-84 r e s p e c t i v e l y . In the t o t a l 
tax-revenue the State r e c e i v e d Rs. l029 lakhs In 
1974-75 and Rs.4348 lakhs In 1983-84 from Central taxes 
* Excluding plan grants . 
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TABLE 4 .2 
Composition and Progress o f Revenue on Revenue 
Account of Sources 
(Jammu and Kashmir) 
( R S . in Laldis) 
Tax-Revenue 
Year S t a t e • 8 own 
Share i n 
Central 
taxes 
Total 
Non-tax Revenue Trrf-ai 
S t a t e ' s Grants Total ^^^•»-(Non-
Plan) own 
1974-
1975-
1976-
1977-
1978-
1979-
1980-
1981-
1982-
1983. 
75 1337 
(14.5) 
76 1775 
(14.9) 
77 1874 
(14.5) 
78 3061 
(21.7) 
79 3464 
(19.8) 
80 2900 
(18.0) 
81 3780 
(20.0) 
'82 6026 
(27.1) 
•83 6189 
(24.2) 
.84 7144 
(24.8) 
1029 
(11.1) 
1337 
(11.2) 
1367 
(10.5) 
1482 
(10.5) 
1545 
( 8.8) 
2613 
(16.2) 
2897 
(15.3) 
3502 
(15 ••8) 
3825 
(15.0) 
4348 
(15.0) 
2366 
(25.6) 
3112 
(26.1) 
3241 
(25.0) 
4543 
(32.2) 
5009 
(28.6) 
5513 
(34.2) 
6677 
(35.3) 
9528 
(42.9) 
10014 
(39.2) 
11492 
(39.8) 
3423 
(37.0) 
4405 
(36.9) 
3816 
(29.5) 
4263 
(30.2) 
5511 
(31.5) 
5428 
(33.6) 
7774 
(41.2) 
7677 
(34.6) 
62 50 
(24.4) 
6103 
(21.2) 
3457 
(37.4) 
4418 
(37.0) 
5899 
(45.5) 
5314 
(37.6) 
6990 
(39.9) 
5194 
(32.2) 
4440 
(23.5) 
5004 
(22.5) 
9314 
(36.4) 
11185 
(38.9) 
6880 
(74.4) 
8823 
(73.9) 
9715 
(75.0) 
9577 
(67.8) 
12501 
(71.4) 
10622 
(65.8) 
12214 
(64.7) 
12674 
(67.1) 
15564 
(60.8) 
17288 
(60.1) 
9246 
(100.0) 
11935 
(100.0) 
12956 
(100.0) 
14120 
(100.0) 
17510 
(lOOiO) 
16135 
(100.0) 
18891 
(100.0) 
22202 
(100.0) 
25578 
(100.0) 
28780 
(100.0) 
* It includes state's own revenue and Finance Commission 
Fiscal transfers. 
Note: Figures in brackets show percentages. 
Sources: Various Issues of R.B.I. Bulletin and Report on 
Currency and Finance. 
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as t h e i r share . I t shows over four fo ld Increase« but 
i t s percentage remained s tagnant between 10 t o 15 to the 
t o t a l revenue. On the other hand, the amount of S t a t e ' s 
own tax reventie has gone up from Rs. l337 lakhs in 
1974-75 t o Rs.7144 lakhs in 1983-84, r a i s i n g the percen-
tage contr ibut ion from 14 t o 24 i n d i c a t i n g a heal thy 
s i t u a t i o n . S t a t e ' s own non-tax revenue contr ibuted 
Rs.3423 lakhs in 1974-75 and Rs .6 l03 lakhs in 1983-84 
re su l t ed in a dec l ine in t h e i r percentage from 37 to 
19, Though the percentage share of t h i s source t o the 
t o t a l revenue has come down, but i t s a c t u a l amotmt has 
near ly doubled in the sa id per iod . However, i t fo l lows 
from the data given in the Table 4 .2 tha t during the 
period whi le percentage share of t o t a l tax revenue has 
increased and that of non-tax revenue showed s l i g h t 
decrease , the S t a t e ' s own revenue (tax + non-tax) and 
s t a t u t o r y f i s c a l t rans fers have almost e q u a l l y contributed 
to the t o t a l non-plan revenue. 
Revenue Expenditure 
Expenditiire charged t o revenxie c o n s i s t s of 
developmental and non-developmental i t ems . The develop-
mental expenditure i s on s o c i a l and community s e r v i c e s , 
economic s e r v i c e s v i z . , a g r i c u l t u r e and a l l i e d s e r v i c e s , 
industry and minera l s , water and power development and 
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transport and communication. Non-development expenditure 
c o n s i s t s of expenditure on f i s c a l s e r v i c e s , appropriation 
to reserves and i n t e r e s t payment, admini s tra t ive 
s e r v i c e s and pensions e t c . 
The trends regarding the S t a t e ' s expenditure on 
revenue expenditure during the period 1974-75 to 1983-84 
can De not iced from Table 4 , 3 , 
In the s a i d period an enormous growth in expenditure 
has taken p l a c e . In 1974-75 the t o t a l expenditure charged 
to revenue accoubt in the S t a t e was Rs. 11997 lakhs and 
i t rose to Rs. 4 2237 lakhs as per the year of 1983-84. 
If we d iv ide the revenue expenditure Into development 
and non-development one, we note t h a t with the passage of 
time the r e l a t i v e importance of developmental expenditure 
has been d e c l i n i n g with c e r t a i n f l u c t u a t i o n s . In 1974-75, 
the development expenditure was three times as much as non-
development expendi ture , but i t was marginally greater than 
the non-development expenditure during the year 1983-84, 
Development expenditure inc ludes educat ion , medical 
and publ ic h e a l t h , c i v i l works, a g r i c u l t u r e and veter inary 
s e r v i c e s and cooperat ion , rura l and community development 
p r o j e c t , water supply and family planning and the l i k e . 
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Non-development expenditure on the other hand covers 
the c o s t of c o l l e c t i o n of taxes and duties« debt 
s e r v i c e s and c i v i l admini s tra t ion . In the development 
expenditure the percentage share of expenditure on 
s o c i a l and community s e r v i c e s has Increased and hovered 
rotind 40 per c e n t from 1974-75 t o 1983-84. While as the 
percentage share of expenditure on economic s erv i ce s has 
dec l ined , revolved roxind 60 per cent during the same 
jjerlod. In the t o t a l expenditure, the development 
expendIttire has decreased. I t f e l l from 75 per cent In 
1974-75 t o 57 per c e n t In 1983-84. But on the other 
hand the non-development expenditure has been on 
progress . I t s percentage share has Increased from 25 
per c e n t In 1974-75 t o 33 per c e n t In 1983-84. 
As the data showed an Increase In the non-
development expenditure . I t was mainly of I t s two 
expenditure Items, which occupied the p i v o t a l pos i t ion 
there . These are i n t e r e s t payments and administrat ive 
s e r v i c e s . The percentage share of expenditure on 
i n t e r e s t payments to the t o t a l non-developmental 
expenditure was 62 per c e n t in 1978-79. Even though 
i t was 'only 14 per cent in 1979-80 , but again progressed 
to 43 per c e n t in 1980-81, An increas ing trend of 
expenditure on adminis trat ive s e r v i c e s can a l s o be 
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not iced from the sa id t a b l e . The percentage share of 
expendltrire on these s e r v i c e s In the t o t a l non-developcnent 
expenditure moved rotmd 70 per cent from 1974-75 to 
1983-84. 
Since the adminis trat ive s e r v i c e s cover d i s t r i c t 
admin i s tra t ion , p o l i c e , publ ic works, s e c r e t a r i a t general 
s e r v i c e s and o ther , but the major share of t h i s 
expenditure Item goes t o p o l i c e s e r v i c e s . This was 
because of maintaining law and order s i t u a t i o n In the 
S t a t e . The law and order problem Is an Inherent feature 
of the S t a t e because of I t s s e n s i t i v e l o c a t i o n . As with 
the passage of time democracy has matured In our country, 
t h i s type of problem got more and more Importance. But 
i t d i f f e r s from region t o r e g i o n . So far as Jammu and 
Kashmir S t a t e i s concerned, these fac tors force the 
S ta te Government t o spend more on t h i s s e r v i c e . 
While comparing the per cap i ta expenditure on 
I n t e r e s t payments and p o l i c e of the Jammu and Kashmir 
State with i t s nelghboviring s t a t e of Himachal Pradesh 
which has some resemblance as compared t o the other 
uni t s of our federation? these are found higher in 
the former. This w i l l be seen from the Table 4 .4 as 
f o l l o w s . 
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The facts in the Table 4.4 makes It clear that 
there is a great difference in the per capita expenditure 
on these services between the two States. In Jaminu and 
Kashmir the per capita expenditure on interest payments 
TABLE 4.4 
Per Capita Expenditure on Some Maior Services of 
Non~developmental Expenditure* 
(Revenue Accotmt) 
(In Rupees) 
1976.77 1980-81 1983>84 " 
Sta te I n t e r e s t P o l i c e I n t e r e s t P o l i c e I n t e r e s t Po l i ce 
payments Payments payments 
jaiwnu and 39.00 13 .80 55.29 24 .15 94.45 56.17 
Kashmir 
Himachal 20 .76 11.95 23.45 20 .16 65.96 33.55 
Pradesh 
* on the b a s i s of 1981 populat ion 
Source: Various Issues of R . B . I . B u l l e t i n 
and p o l i c e was Rs.39 and R s . l 3 . 8 0 r e s p e c t i v e l y in 1976-77. 
And i t has increased in the s u c c e s s i v e y e a r s . In 1983-84 
the per c a p i t a expenditure on i n t e r e s t payments has reached 
to Rs.94.45 from Rs.55.29 in 1980-81. In the same way, 
the per c a p i t a expenditure on p o l i c e was Rs.24.45 .In 
1980-81 which has jxiraped up t o Rs.56.17 during the year 
1983-84. As aga ins t i t , the per cap i ta expenditure on 
i n t e r e s t payments in Himachal Pradesh was R s . 2 0 . 7 6 , 
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Rs.23.45 and Rs.65.96 In 1976-77, 1980-81 and in 1983-84 
r e s p e c t i v e l y . On the p o l i c e the per c a p i t a expenditure 
of t h i s S t a t e comes to Rs.11.95 in 1976-77, Rs.20.16 
in 1980-81 and Rs.33.55 in 1983-84. Here i t can be 
sa id t h a t whi le non-development expenditure in the State 
has increased,major s l i c e I s taken by the i n t e r e s t 
payments fo l lowed by the p o l i c e s e r v i c e . This in turn 
re su l t ed in the larger s t a t e ' s expenditure . 
If we examine the revenue expenditure pattern 
(itevenue Account) of the S t a t e , we f ind t h a t there 
e x i s t s a b i g gap between the per cap i ta revenxie (from 
S t a t e ' s own, share in Central taxes and grants from 
Centre) and per capi ta expenditure of the S t a t e . The 
trend i s shown in the Table 4 . 5 . 
TABLE 4 . 5 
S t a t e ' s per Capita Revenue Expenditure* (Jammu 
' & Kashmir) 
(In Rupees) 
Year S t a t e ' s Share in Non-tax Non-Plan Revenxae Expen-
own Tax- Central Revenue Grants diture 
Revenue Taxes 
1975-76 29.65 22.33 73 .58 73.79 199.35 245.61 
1978-79 57 .86 25.81 92.05 116.75 292.47 368.34 
1980-81 63.14 48 .39 129.85 74.16 315.54 456.42 
1983-84 119.32 72.62 101.94 186.82 480.70 705.48 
* On the b a s i s of 1981 populat ion 
Source: Various I s sues of R .B . I . B u l l e t i n 
142 
The amount of d i s tance between the per capi ta 
revenue and per cap i ta «»cpendlture In the s t a t e of 
Janrniu and Kashmir has been on progress . This happened 
because of the slow growth In revenuie on the one hand 
and s t e e p r i s e in I t s expenditure on the other while 
making a comparison of the expenditure charged to revenue 
account of the S ta te with a l l India l e v e l , per capi ta 
expenditure of Jammu and Kashmir has been more than two 
fo ld higher as aga ins t the a l l India average. I t has been 
a l s o greater than i t s adjo in ing s t a t e of Himachal Pradesh. 
I t w i l l be seen from Table 4 . 6 . 
Year 
TABLE 4 . 6 
Comparison of S t a t e ' s Per Capita Expendittire* 
(Revenue Account) 
(In Ruizes) 
Jammu & Kashmir Himachal Pradesh All India 
1975-76 
1978-79 
1980-81 
1983-84 
245.61 
385.34 
465.42 
705.48 
202.49 
294.25 
438.59 
664.02 
103.15 
155.63 
219.25 
352.45 
* On the basis of 1981 Population 
Source: Various Issues of R.B.I. Bulletin 
From the above analysis it follows that disparity 
in the revenue expenditvure on revenue account in the 
State exists mainly because of the high expenditure on 
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on non-developnent Items and partly due t o inadequate 
revenue capabi l i ty of the State, As the State 's 
contribution in the t o t a l non-plan revenue revolves 
round 50 per cent# rest comes from the Centre in the 
form of share in CentI^al taxes and grants-in-aid as 
recomnended by the Finance Commission. The devolution 
of resources* from the Centre to the State during 
1974-75 to 1983-84 was Rs. 103953 lalchs, and State's 
ovm revenue was Rs«106055 lakhs. This shows that State 
has been highly relying upon the statutory f i s c a l 
transfers . The t o t a l f i s c a l transfers on the recanmenda-
t ion of Finance Commissions from the Centre t o the 
State during 1974-75 was Rs,4486 lakhs and th is 
Increased by 28,39 per cent from 1974-75 t o 1975-76, 
26.47 per cent from 1975-76 to 1976-77. From 1976-77 
I t declined by 6.47 per cent, but again moved up by 
25,59 per cent from 1977-78 to 1978-79, Although these 
f i s ca l transfers again declined by 8,53 per cent and 
6,02 per cent in the following years, but they increased 
by 54.47 per cent, 18,22 per cent and 20,99 per cent 
in 1980-81 to 1981-82, 1981-82 to 1982-83 and 1982-83 
to 1983-84 respect ive ly . 
Out of these statutory f i s c a l transfers from the 
Centre t o the State, the grants- in-aid dominated the 
* Recommended by the Finance Commissions, 
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Central devolution. In the period from 1974-75 to 1983-84, 
the State received Rs.61215 lakhs in the form of grants 
from the Centre and Rs,23945 laWis as the share from 
Central taxes . While the State receives big amounts of 
revenue from grants as compared t o tax-sharing, the 
annual increase in both the sources has been approximately 
the same. The annual rate of increase in grants-in-aid 
was 17.02 per cent and i t was 16.17 per cent in share 
from Central taxes during the said period. 
So far as State 's own revenue receipts on 
revenue account are concerned, though some fluctuations 
are there, but the trend was almost progressive. In 
1974-75 the s t a t e ' s own revenue was Rs.4760 lakhs which 
Increased to Rs.6180 lakhs in 1975-76. Although i t 
experienced some marginal decl ines in the year from 
1975-76 to 1976-77, 1978-79 to 1979-80 and 1981-82 to 
1982-83 by 7.92 per cent, 7.21 per cent and 9.24 per 
eent respect ively but in res t of the period some 
considerable developnents can be noticed. For instance, 
in 1977-78 State 's own revenue increased by 28.72 
per cent from 1976-77, 38.74 per cent from 1979-80 
to 1980-81 and 18.6 per cent in 1981-82 from 1980-81. 
The above detai led analysis makes i t c lear 
that the Finance Commission's f i s c a l transfers have 
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influenced the budgetary position on revenue account 
of the State in two ways. Firstly, they have recued the 
magnitude of deficits and, secondly, with the rise in 
these transfers. State's own revenue has also shown a 
noticeable progress, nie trends of these sources of 
revenues will be seen from Diagram»6. 
In the Diagram, the State's own revenue and 
statutory fiscal transfers are represented by the two 
different curvres. The upward movement of these curve, 
with fluctuations, in the same direction reveals their 
relationship. The decline in the State's own revenue 
in 1976-77 and 1962-83 as against the rise in 
transfers in these years happened mainly due to the 
problems of political nature. Overall the efforts of the 
State Government in mobilizing the internal resources 
as shown by the slope of the curve are praiseworthy. 
In this connection, the credit also goes to the federal 
Centre which met the financial requirements of the 
State from time to time on the recommendations of the 
Finance Commission. 
With an overall increase in fiscal resoiirces, 
the State economy is marching ahead. According to 
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State Economic Review*, "the annual growth rate in 
SDP during 1973-82 has been nearly 6 per cent against 
less than 5 per cent dbserved in the NDP. The annual 
growth rate in State's per capita income in the same 
period has been about 3 per cent against 2 per cent 
at National level, which was quite substantial in 
comparison to various states like Himachal Pradesh 
(0.47 per cent). West Bengal (0.21 per cent), Kerala 
(0.37 per cent), Tamil Nadu (1.33 per cent), and etc". 
Hence £r<xn the above analysis we can conclude 
that the fiscal resources transferred from the Central 
Government to the State of Jammu and Kashmir on the 
reconmendations of the Finance Commissions has played 
a vital role in the development of State econcxny* On 
the one hand, these transfers have reduced the size of 
deficits in State budgets and, on the other, they have 
helped the state in raising its own revenue receipts. 
* Government of Jammu and Kashmir, Directorate of 
Economics & Statistics Plannlhg And Development 
Depart:ment, Economic Review of Jammu And Kashmir 
1973-84, pp.5-6. 
CHPATER-VI 
CONCLUSIONS AND SUGGESTIONS 
The present study has attempted to analyse 
the ro le of s ta tutory f i s c a l t rans fers in the economy 
of Jammu and Kashmir S t a t e . Through the whole course 
of ana lys i s cer ta in broad conc lus ions , which have been 
pointed out a t various s t a g e s , emerged and may now be 
summed up here . 
1. Janinu and Kashmir i s r e l a t i v e l y backward s t a t e in 
the Indian context : 
During the comparative a n a l y s i s of the Jainnu 
and Kashmir in the a l l India p r o f i l e , i t has been 
fotind t h a t the s t a t e lags behind in a l l s e c t o r s of 
s o c i a l and economic development when judged from the 
a l l India l e v e l . In the f i e l d of educat ion , medical 
f a c i l i t i e s , communication, per cap i ta consumption 
of power f o r i n d u s t r i a l use and e t c . , the S ta te f a l l s 
behind even i t s neighbouring s t a t e s of Himachal 
Pradesh and Punjab. From the i n d u s t r i a l po int of 
view, Jammu and Kashmir i s one of the most backward 
s t a t e s in the coxjntry. B e s i d e s , the S t a t e s u f f e r s 
from many natural problems l ike h i l l y t e r r i a n , the 
extreme weather c o n d i t i o n s , the c l i m a t i c f a c t o r s 
and the lack of adequate commxinication network e t c . 
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Prom these ex is t ing conditions i t i s obvious that 
there i s a considerable backlog for the State to 
retrieve before i t can begin to real ize i t s f u l l 
potential in human and material development. In spite 
of a l l these adverse circumstances and factors, the 
State has with tindaunted s p i r i t and a sense of 
committment, cons is tent ly been marching on the path of 
progress. But d\ie to the lack of internal resources, i t 
i s not easy for the State to go ahead. Hence, the 
economic development of the State highly depends upon 
the l ibera l flow of inter-governmental f i s c a l transfers. 
In this regard, the statutory f i s c a l transfers are of 
high importance. 
2. Economic development of the State by means of 
internal resource mobilization i s d i f f i c u l t : 
State economy represents a unique case in the 
sense having much less potent ial for internal resource 
mobilization. This i s nainly because of the agriculture 
sector as i t s mainstay growing at low trend rate. 
Though the pattern of taxation has undergone a severe 
change in the State, but, the revenue realized has 
been f a i r l y small in amount, as the areas of taxation 
available there, are r e l a t i v e l y ine la s t i c . For 
instance, agriculture contributes nearly one half of 
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the State domestic product bvtt i t s percentage share 
in the form of land revenue to the to ta l revenue of 
the Sta te ' s own has been neg l ig ib le . The percentage 
share of the State ' s own non-tax revenxie in i t s own 
tota l revenue has a lso decreased. Overall trend of the 
State 's own revenue in the to ta l revenxie has declined 
mainly due to the reasons l ike unstable agriculture, 
introduction of National Prohibition Policy, industrial 
backwardness. National Forest Policy and Forest 
(Conservation) Act. e t c . Here i t looks that through 
internal resource mobilization, the backlog of 
backwardness and underdevelopment of the State i s 
even hard to be o f f - s e t . 
3. Inequity in the tax-sharing 
With the recommendations of the subsequent 
Finance Commissions the share of the s tates in the 
shareable taxes and duties has sxibstantially increased 
but the f a i r and just horizontal distr ibution i s yet 
to be actual ized. Population has been the general 
principle to determine the share of individual 
s tates in income tax and Union excise dut ies . Though 
i t s dominating posit ion was scaled down to 75 per cent 
by the Sixth Finance Commission and 25 per cent by 
the Seventh Commission in regard to determine the 
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the share of each state in the revenue from Union 
excise dut i e s , but under the award of the Eighth 
Finance Commission, population continued to hold a 
predominant place. The Commission has made a beginning 
by using unified formula to distr ibute the net yield 
from Union excise duties and 90 per cent of the share 
of income tax. I t may be noticed though the tinif ied 
formula a l s o known as three factor formula gives an 
i l lus ion of equity, in e f f e c t the use of per capita 
income twice gives indirect ly more weightage to 
population. The resultant shares were f a i r l y large 
in the favour of populous s ta tes as compared to the 
backward thinly populated s t a t e s . This awkward situation 
has di luted the object iv i ty of the formula. The 
promised equity of th i s formula has a lso been weakened 
by the continuation of the distribution of 10 per cent 
of the y ie ld from income tax on the basis of contri-
bution because i t t i l t s the scale in favour of the 
r e l a t i v e l y industrial ly developed and urbanised states 
where Income tax co l l ec t ions are higher. 
4 . Limited use of Grants-in-aid 
Tax shares of d i f ferent s tates were determined 
ent i re ly on different s e t of cr i t er ia . Grants-in-aid 
were recommended to only those s tates which experienced 
non-plan revenues gaps even after receiving their tax 
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shares. The Finance Commission could not reduce the 
shares of those states which experienced non-plan 
revenue surpluses after receiving tax shares. This 
was a s i tuat ion in which the c r i t e r i a , which were 
independent of estimated non-plan budgetary gaps, 
used for distributing tax shares provided growing 
amounts of unconditional grants to re la t ive ly better-
off s t a t e s . Whereas r e l a t i v e l y poorer, s ta tes were l e f t 
with only 'gap-fi l l ing* f ixed amounts of grants- in-
aid. 
In determining the grants-in-aid of revenue 
to the s t a t e s , i t can be sAid that the Eighth 
Finance Commission had the desire to do much more 
than f i l l i n g up the revenue gaps of d e f i c i t s ta tes . 
But the volume of grants-int-aid* has not increased 
s ign i f i cant ly . The upgradation grants do not appear 
to subserve the equity cr i t er ion . As per capita non-
plan expendittwre on services truly re f l ec t s the level 
at which the services are made available in a s tate , 
the upgradation grants in order to be equitable must 
be related to the short fa l l in per capita non-plan 
ex5>enditure as well as the expenditure on the 
concerned services in the s ta tes backward in standards 
of administration. But such a correlation i s absent 
in the upgradation grants recommended by the Eighth 
Commission. 
* The quantum of grants- in-aid as a percentage of tota l 
statutory transfers was 12.15, 26.0, 7.7 and 8.13 
under the award of 1s t , Sixth, Seventh and Eighth 
Finance Commissions. (Reports of the Finance CommiasicMBi 
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5 . V i t a l ro l e of s ta tu tory f i s c a l txansfers In the State 
While analysing the State budgets , i t has been 
found that a big gap e x i s t s there between the S t a t e ' s 
own revenue and expenditure . This condi t ion has taken 
p lace , not because of low growth in S t a t e ' s , own revenue, 
but, d\ie t o t h e i r inadequate revenue amounts on the one 
hand and h igher rate of growth in expenditure on the 
other . The magnitude of d e f i c i t s in the S t a t e budgets 
which used to be large in s i z e , got s u b s t a n t i a l l y 
reduced with the resources transferred from the Centre 
t o the S t a t e on the recommendations of the Finance 
Commissions. Though the d e f i c i t s in budgets has not been 
f u l l y balanced by those t r a n s f e r s , but t h e i r importance 
can no t be over-looTced when we w i l l look a t the economy 
of the s t a t e . 
To sum up, there has been \juieven d i s t r i b u t i o n of 
b e n e f i t s of econor|>ic growth in the context of the whole 
country. After three decades of planned development, 
large segments of populat ion have y e t to share the 
b e n e f i t s of progress or p a r t i c i p a t e in the process 
of development. Bes ides , the e f f o r t s for development 
have been constrained by g e o - p h y s i c a l s t a t u s , 
which demands t h a t huge investment be made f o r 
meeting the i n f r a - s t r u c t u r a l gaps in communication, 
t ransport , power transmiss ion f o r the development of 
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agr i cu l ture and h o r t i c u l t u r e which accounts for the 
main economic a c t i v i t i e s in the S ta te . There are a l s o 
cpns tra in t s in broadening the resource base because of 
independence on neighbouring s t a t e s for meeting even 
the e s s e n t i a l requirements. Despite t h i s the State has 
not lagged behind in e i t h e r improving the performance 
of i t s i n t e r n a l resources or even mobi l i za t ion of 
add i t iona l resources . These s i t u a t i o n s aggravates the 
need of t r a n s f e r r i n g more funds to the S t a t e . However, 
the S t a t e expec t the Finance Commission t o look a t t h e i r 
requirements from a p o s i t i v e outlook of not merely using 
the devo lut ion of resources and g r a n t s - i n - a i d as a 
c o r r e c t i v e measure, but as a mechanism for ensuring 
the speedier development of i n f r a - s t r u c t u r a l f a c i l i t i e s 
in the S t a t e . 
SUGGESTIONS 
After going through the main f i n d i n g s , i t i s 
now worth t o put forward some suggest ions which may 
he lp the Union and s t a t e s to meet t h e i r f i n a n c i a l 
needs for f u l f i l l i n g t h e i r r e s p o n s i b i l i t i e s and 
o b l i g a t i o n s , remove a n g u l a r i t i e s and may smoothen the 
working of Federal Finance in present c ircumstances . 
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1. Distribution of Shared taxes and Duties 
There is a great controversy over the basis 
of distribution of the divisible pool from the net 
proceeds of income tax and Union excise duties between 
the different states. If the scheme of devolution is 
to be made more progressive, it is imperative for the 
Finance Commission to assign a high weightage to 
indicators of 'backwardness* in the distribution of the 
two major taxes, viz. income tax and Union excise duties. 
So far as backward states are concerned, the principles 
are more important than the quantum. In the distribution 
of the proceeds from income tax, the earlier Finance 
Commissions had adopted the criteria of population 
and contribution which had no equalizing impact. The 
distribution of proceeds from Union excise duties was 
not also progressive due to the use of partial indica-
tors of backwardness. Since a number of states have 
consistently urged the Finance Commission to adopt 
uniform principles for the devolution of income tax 
and Union excise duties proceeds, the Eighth Finance 
Commission has accepted this to a greater extent. 
But the Commission has also finally resorted to 
population criterion. The promised equity of the three 
factor formula (uniform formula) has been diluted by 
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the more welghtage given to the population once direct ly 
and twice indirect ly . 
In order to achieve desired progressivdty 
and help the poor and backward s tates rather than helping 
only populous s t a t e s , greater weightage assigned to 
population must be avoided. Because population i s highly 
discriminatory espec ia l ly in the context of glaring 
regional imbalances in the l eve l of economic and social 
services . Further more, from the 'backwardness' point of 
view the Eighth Finance Commission has widely used the 
per capita SDp in di f ferent forms for the distribution 
of income tax and Union exc i se dut ies , but these criteria 
do not take note of the peculiar problems faced by the 
people in h i l l areas in view of abnormally high cost 
of l iv ing in the s tates l ike jamrou and Kashmir. There-
fore, to make tax-sharing f a i r and just , area factors 
should be taken into account. Besides, for determining 
'backwardness' the Finance Comrnission should lay down 
the sat is factory indicators. 
2. Grants-in-aid 
The substantive provision of clause 275 of 
the Constitution envisages that grants-in-aid may 
be given to the s tates In need of assistance and that 
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different sums may be fixed for different s t a t e s . Under 
the provisions, the Finance Commission i s free to consider 
the d i f f erent ia l needs of s t a t e s , and i t i s the backward 
states which are in greater need of ass i s tance . But if 
the budgetary needs for providing expenditure on 
services a t their exis t ing leve ls are considered, the 
backward s ta tes can not hope to provide the administrative 
and soc ia l services at a desirable l eve l . I t i s unrealis-
t i c to assume that these needs w i l l be taken care under 
Plans. Plan assistance* has an element of loan. Besides, 
in backward s tates l ike jammu and Kashmir, the major 
portion of plan outlay i s pre-empted by core sectors 
l ike, irr igat ion and power, and "the provision relating 
to services i s primarily for the ir expansion. For 
improving the leve l of ex i s t ing services , therefore, 
i t i s necessary to step up non-plan expenditure on these 
services in the required d irect ion . Unless a more than 
residuary role of grants-in-aid i s recognized by the 
Finance Commission, the ass is tance provided to backward 
states would not be of s ign i f i cant help to them. 
The cr i ter ia used for determining s t a t e ' s 
share i s d i v i s i b l e taxes should be such as can lend 
* To Jammu and Kashmir State , baring Ladakh region, 
70 per cent of the Central assistance i s given as 
Loan and 3 0 per cent as grant. (Case For Increased 
Financial Assistance, pp .7-8) . 
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desired progresslvlty to the to ta l transfers . The grants-
in-aid should be assigned a pos i t ive role and their corpus 
increased s ign i f i cant ly so as to leave adequate surpluses 
with the backward states for helping them in their 
determined e f for t s to mitigate their backwardness and 
catch up with the advanced s t a t e s . A change in the 
cr i ter ia for distribution i s necessary to achieve this 
purpose. 
So far as the poor and backward s ta tes of our 
coxintry are concerned, they are quite d i f ferent from 
each other. Since a l l of them require more resources, 
the formulae of devolution of the resources adopted by 
the successive Finance' Commissions made unhappy the less 
populated backward States in general and the h i l l - s t a t e s 
in particular. The problems prevailing in the States of 
h i l l regions are not same as of the plain ones. The 
h i l l - s t a t e s l ike Jammu and Kashmir as s e n s i t i v e l y 
located, not only suffers from low leve ls of development 
but also from less resource potent ial . Looking from the 
national perspective, high attention i s indispensable to 
be paid towards the dis tr ibut ion of d i v i s i b l e pool 
of resources. In th i s regard, the c r i t e r i a of concept 
of ' h i l l - s t a t e * and 'backwardness' by assigning 
equal weightage can prove to solve the matter to a 
greater extents 
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Concept of h l l l ~ s t a t e 
As a h i l l - s t a t e , the process of development 
in Jammu and Kashmir has been much slower than other 
parts of the country. The h i l l regions have certain 
features such as d i f f i c u l t terrlan, inchospitable l iving 
conditions e t c . , which retard the process of economic 
development. The sparse population in h i l l s makes i t 
inevitable that the per capita expenditure for providing 
basic services to the population i s considerably higher 
than that in plains . The heavy transportation cost in 
the h i l l areas results in increased cost for supply of 
materials or services to the population. The cost of 
maintenance of various capi ta l assets l ike roads and 
buildings i s a lso considerably higher than that in the 
pla ins . Since the cost of l iv ing i s higher as compared 
to other s t a t e s , there i s demand for enhanced 
emoluments to the employees and wages to labourers. 
Under these circumstances, adequate funds are required 
to be transferred to them. The Finance Commission, 
therefore, should accept the concept of ' h i l l - s t a t e ' , 
that i s , those having at l ea s t 60 per cent of the total 
geographical area under h i l l s as an independent 
cr i ter ion in addition to the concept of backward 
s tates for the purpose of devolution of revenue. 
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Backwardness 
The successive Finance Conmissions have been 
adopting various cr i ter ia for assessing the backwardness 
of s tates and recommending a part of devolution of 
resources on the basis of backwardness determined by 
such c r i t e r i a . The Eighth Finance Commission had given 
weightage to the factor of per capita SPD in the form of 
inverse of the per capita SPD and distance from the 
highest per capita Income s ta te toother s t a t e s , to the 
extent of 75 per cent in determlng the shares of the 
s tates in the d iv i s ib l e pool of Income tax and Union 
excise . These cr i t er ia do not take note of the peculiar 
problems faced by the people in the h i l l areas in view 
of the abnormally high cos t of l iv ing In s ta te s l ike 
jamrou and Kashmir. The per capita Income does not 
re f l ec t adequately the standard of l iv ing of the people. 
I t a lso Ignores the variations In.the dis tr ibut ion of 
income. Hence, i t would be obviously misleading to give 
uniform weightage to per capita income when there are 
vast differences in the cos t of l iv ing. We would, 
therefore, suggest that concept of backwardness should 
be assessed on the basis of the following indicators: 
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1. Index of in f ras t ruc tura l development, 
2 . Net I rr iga ted area per c u l t i v a t o r , 
3 . Surfaced road length per 100 sq. kms of area, 
4 . Length of railway l i n e s per 1000 sq. kms of area, 
5. Percentage of workers engaged in roanxifacturing and 
household indus tr i e s t o the working populat ion, 
6. Per c a p i t a i n d u s t r i a l output , 
7. Per c a p i t a power consumption in the s t a t e , 
8. Percentage of v i l l a g e e l e c t r i f i e d ^ 
9. Percentage of v i l l a g e s provided with protected water 
supply t o the t o t a l number, 
10, Number of h o s p i t a l s and d i s p e n s a r i e s per 100 sq. 
kms. of area. 
I t i s hoped that the suggested c r i t e r i a , 
w i l l bring 'broad e q u a l i t y ' among a l l the s t a t e s in 
matters r e l a t i n g t o devo lut ion of resources so that the 
backward and poor h i l l - s t a t e s l i k e jammu and Kashmir, 
which p a t h e t i c a l l y depends on such resources , can 
l e s sen the backwardness wi th i t s determined e f f o r t s 
and come up from behind with advanced s t a t e s of the 
country. 
4t * * 
162 
BIBLIOGRAPHY 
A. BOOKS 
Bajaj, J.L, & Others 
Bombwa11,Raman 
Bhargava, P.K. 
Bhargava, R.N. 
Bhatia, H.L. 
Bhatia, H.L. 
Bha tnagar, Sudha 
Finance Commission And Backward 
States, Lucknow. Print House, 
1985. 
Federal F inancia l Relat ions in 
India , Meerut, Meenakshi prakashan 
1969. 
Centre-State Resource Transfer in 
Ind ia , Gurgaon (Haryana), 1982. 
The Theory and Working of Union 
Finance in India , London, George 
Al len &Unwin, 1956. 
Centre-State F inanc ia l Relations 
in India , New De lh i , Bir la 
I n s t i t u t e of S c i e n t i f i c Research, 
1979. 
Publ ic Finance. New Delhi , 
Vikas Publishing House pvt . Ltd. , 
1982. 
Union Sta te F inanc ia l Relations 
And Finance Coirmissions, 
Allahabad ( I n d i a ) , Chugh Publ i -
c a t i o n s , 1979. 
163 
Chel l iah , Raja J. 
fie Assoc iates 
Diwan, paras 
Gupta, R.N. 
Lakdawala, D.T. 
Misra, B.R. 
Nanjudappa, D.M, 
Puri , Balraj 
Rao, Hemlata 
Trends and i s s u e s In India Federal 
Finance, National I n s t i t u t e of 
Public Finance and P o l i c y , New 
De l h i , A l l i ed publ i shers Pvt Ltd. , 
1981. 
Union State F i s c a l Relations;An 
Overview, New De lh i , Light and 
L i f e , 1981. 
Indian Federal Finance and 
Budgetary P o l i c y , A1lahabad (India) 
Chaitanya Publ ishing House, 1970. 
Union-State Financia l Re lat ions , 
Bombay, Lalwani, 1967. 
Indian Federal Finance, Calcutta, 
Orient Longmans, 1968. 
Inter-governmental Financial 
Re lat ions in India , New Delhi , 
S t e r l i n g Fviblishers, 1974. 
Jammu and Kashmir S t a t e ; A case 
Study in Indian Federa l i za t ion . 
New Delh i , S t e r l i n g Ptjblishers, 
1982. 
Centre-State F inanc ia l Relat ions . 
New De lh i , A l l i ed Pt i s l i shers , 
1981. 
Rao, V.K. R.v. 
Sastri, K.V.s. 
Sharma, J.N. 
Singh, Shallendra 
Teng, K.M. 
Thiimnaiah, G, 
Thimmaiah, G. 
Thlmnalah, G & Rao, 
Hemlata 
164 
Centre~State F inanc ia l Relat ions 
In India . I n s t i t u t e for Soc ia l an<i 
Economic Change, Bangalore, 1973. 
Federa l -State F i s c a l Relations 
India , Bombay, Oxford, 1966. 
Union and The S t a t e s : A Study 
in 
In 
F i s c a l Federat ion, New Delhi , 
S t e r l i n g Pxjbllshers, 1974. 
Union S t a t e Financia l Relations 
In India; With s p e c i a l reference t o 
xinderdeveloped s t a t e s . New Delhi , 
S t e r l i n g Publ i shers , 1980. 
Kashmir's S p e c i a l S t a t u s , Delhi , 
o r i e n t a l P u b l i c a t i o n s , 1975. 
A Crltlqtae of Finance Commission, 
I n s t i t u t e for S o c i a l and Economic 
Change, Bangalore, 1981. 
An Approach t o Centre-State 
F inanc ia l R e l a t i o n s , Mysore, 
Ganga Tharanya, 1968. 
Finance COTimisslon and Centre-
S t a t e Financia l R e l a t i o n s , New 
D e l h i , Ashish Publ i sh ing House, 
1986. 
165 
Tripathy, R.N, 
Tripathy, R.N, 
Federal Finance In a Developing 
Economy> Calcut ta , litorld Press, 
1960. 
Federal Finance and Economic 
Development in India,. New Delhi , 
S t e r l i n g Publ i shers , 1982. 
B. REPORTS. JOURNALS, NEWSPAPERS AND OTHER DOCUMENTS 
I , Government of India P u b l i c a t i o n s : 
1 . Ministry of Finance, S t a t i s t i c a l Abstracts , Various 
Delhi I s s u e s . 
2 , Reserve Bank of 
India , Bombay 
Reports on Currency And Finance, 
Various I s s u e s . 
3 . Ministry of Finance Reports of the Finance Commissions. 
1952, 1957, 1961, 1965, 1969, 1973. 
1978 and 1984, 
4 , Ministry of Finance Report of the I n d i r e c t Taxation 
(Department of Enquiry Committee. P a r t - I I , 
Revenue) Oct .1977. 
5 . Minis try of Finance Interim Report of t h e Indirect 
Taxation Encmiry Committee. 
A p r i l , 1977. 
(Department of 
Revenue) 
166 
6. Reserve Bank of India Reserve Bank of India Bu l l e t ins 
Bombay. 
7. Central S t a t i s t i c a l Estimates of S ta te Domestic 
o r g a n i s a t i o n , product, 1960-61 t o 1983-84, 
Department of S t a t i s - Nov. 1985. 
t i c s . Ministry of 
Planning, De lh i . 
I I , J & K Government Pijbl icat ions 
1 . Direc tor General Case For Increased Financial 
(Information and A s s i s t a n c e . August 1983. 
Public R e l a t i o n s , 
Sr inagar . 
2 . Department of Finance. Forecasts of Receipts and 
Srinagar. Ext)end i t u r e . P a r t - I l , J u l y 1978. 
3 . Department of S t a t e Budgets. 1975-76 t o 1984-85. 
Finance. 
4 . D irec torate of Econo- Diges t of S t a t i s t i c s . 1975-76 to 
mics & S t a t i s t i c s 1984-85. 
Planning And Develop-
ment Department, 
Sr inagar. 
167 
5. D irec torate of Econoroics Economic Review, 1973-84, 
& S t a t i s t i c s Planning 1984-85, 1985-86. 
and Development Depart-
ment, Srlnagar, 
I I I . Journals and Newspapers 
1. Economic and P o l i t i c a l Weekly, Bombay, 
2 . Economic Times, New De lh i . 
3 . Eastern Economist, New De lh i . 
C. SEDSCTED ARTICLES 
1 . Banerj i , B.K. 
2 . Bhargava, P.K. 
3. Bhat, M.S. 
4 . Guhan, S. 
5 . Gula t l , I . S . & 
George, K.K. 
"Eighth Finance Panel: pr inc ip les 
of devolut ion" Economic Tiroes, 
Oct. 4 , 1984. 
"Basis for Transfer of Resources" 
Eastern Economist, Vol . IXX, 
No.12, March 24, 1978. 
"Kashmir Finances: Thoughts 
for Eighth Finance Commission" 
Economic Times. Dec. 24, 1982. 
"Devolution C r i t e r i a : From 
Gamble to Pol icy" Economic 
& Po l . Weekly, Vol . XIX, No.48, 
D e c . l , 1984. 
"Inter -S ta te Re-d i s tr ibut ion 
Through Budgetary Transfers" 
Eco. & Pol . Weekly. Vol .XIII , 
No .11 , March 18, 1978. 
168 
6, Purl , Balraj 
7. Rao, Hemlata 
8. Zaldi , Naseem A. 
9. Za id i , Naseem A. 
"Problems and Prospects of 
Federal izat ion* The Cast stxidy 
of Jaiwnu and Kashmir" Eco. & Pol . 
Weekly, Vol. XVI, No.2o, March 
16, 1981. 
"Eighth Finance Panel: New C r i t e r i a 
of F i s c a l Transfers" Economic Times. 
Sept . 17, 1984. 
"An Appraisal of the Statutory 
F i s c a l Transfers in India (with 
s p e c i a l reference t o Eighth Finance 
Commission)" Yojna. Ju ly 1-15, 
1986. 
Planning and Regional Development 
in India , e d i t e d by J . Misra, 
S t e r l i n g Publ ishers Pvt . Ltd. , 
New De lh i , 1985, ".Federal Transfers 
and I n t e r - s t a t e Iinbalances" 
pp.169-189. 
10. Wahid, Abdul "Cri ter ia For A l l o c a t i o n of 
F i s c a l Resources" Mainstream, 
Vo l . XIX, No.19, Jan 10 , 1981. 
* * * 
